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TESTIMONY SUMMARY

ARIZONA PUBLIC SERVICE

DOCKET NO. E-01345A-08-0172

My Testimony addresses the following

Action the Commission could take, if it so desires, to address cost recovery concerns

raised by APS (Regulatory Support)

Action the Commission could take to stabilize rates, maintain a high quality of

service, reduce rate case frequency and preserve the financial soundness of APS

Exempt low income customers from rate base increases and PSA flow-through

Additional opportunities for APS to propose further development of renewable

technologies
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1 INTRODUCTION/SUMMARY

2 Q- Please state your name and business address.

3 My name is Ernest G. Johnson, 1200 West Washington Street, Phoenix, Arizona 85007.

4

5 Q, By whom are you employed and in what capacity?

6 I am employed by the Arizona Corporation Commission ("ACC" or "Commission") as the

Director of the Utilities Division.7

8

9 Q~ Brielly describe your responsibilities as Utilities Director.

10

11

I am responsible for the day-to-day operations of the Utilities Division, including policy

development, case strategy and overall Division management.

12

13 Q~ Please summarize your educational background and professional experience.

14

15

16

17

18

19

20 Commission.

21

22

23

A.

A.

A.

A.

In 1979 and 1982, respectively, I earned Bachelor of Science and Juris Doctorate degrees,

both from the University of Oklahoma. I have been involved in the regulation of public

utilities since 1986. I was employed by the Oklahoma Corporation Commission in 1986

in various legal capacities. In 1993, I was named acting Director  and served in that

position until mid-1994. I sewed as pennanent Director from mid-1994 until October

2001. In October of 2001, I assumed my current position with the Arizona Corporation

While sewing in these capacit ies ,  I  have pa r t icipa ted in numerous

regulatory proceedings providing policy analysis concerning a variety of regulatory issues

before the Oklahoma Corporation Commission, the Oklahoma State Legislature, and the

Arizona Corporation Commission.
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1 Q What is the purpose of your testimony in this case

I will provide policy level testimony concerning actions that the Commission could take

if it so desires, to address cost recovery concerns raised by APS associated with growth

Additionally, I identify and discuss key considerations and outcomes that are raised by

this proceeding

7 Q. Will you be responding to specific APS witnesses?

Yes, my testimony will touch upon issues raised by APS witnesses Donald E. Brandt and

Daniel A.  Keats

11 Q Who else is providing Staff testimony and what issues will they address?

Staff will present the following witnesses

Mr.  Ralph Smith provides test imony on Revenue Requirements,  Rate Base,  Net

Operating Income, Other Miscellaneous Issues

•

Mr. David Parcel] provides testimony on Cost of Capital

M r .  F r a nk  R a diga n  p r ov ides  t es t imony on  R a t e  D es ign  a nd  D ema nd- S ide

•

Management

Mr. Ken Strobl provides testimony on Engineering

20 Q How is your testimony being presented?

My testimony is organized into 3 sections

Section I addresses regulatory support

Section II addresses key outcomes

Section III addresses other considerations
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1 SECTION I - REGULATORY SUPPORT

2 Q, Mr. Johnson, has APS raised concerns in its Direct Testimony regarding the Arizona

3 Regulatory Process?

4

5

Yes, at various points in his direct testimony, Mr. Brandt discusses the use of the historical

test year rate setting practice traditionally used by this Commission.

6

7 Q- Can you provide an example?

8

9

10

11

12

Yes, beginning at page 12, line 10 of his direct pre-filed testimony, Mr. Brandt states

"APS faces serious financial challenges that require innovative solutions from both the

company and the Commission. The company asks that the Commission recognize in this

proceeding that the historical test year rate setting practice traditionally used to set APS's

rates can and should be adapted to address the challenges now confronting APS."

13

14 Q. Mr. Johnson, do you have any general observations regarding Mr. Brandt's

15 comments?

16

17

18

19

20

Yes I do. In my view, it has been all too easy for APS and others to criticize the

ratemaking process in Arizona. And while we recognize that some criticism may

occasionally be deserved, some is not and some is simply convenient. Nonetheless, the

recommendations that Staff will be making in this proceeding represent our desire to apply

pro-active, forward thinking regulatory practices which promote the public interest.

21

22 Q, Mr. Johnson, what do you believe is the ultimate goal of the ratemaking process?

23

24

In my view, the ultimate goal or desired outcome of the ratemddng process is to arrive at

rates that are fair, just and reasonable.

25

A.

A.

A.

A.
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1 Q. Mr. Johnson, what are Staff's goal(s) in this case?

2 Staffs goal in this case, as in all cases, are:

3

4

5

to balance the interests of both customers and the utility,

to alive at rates that are fair, just and reasonable, and

to ensure the provision of high quality utility service to customers.

6

7 Q, Mr. Johnson, have recent events in the financial markets influenced the policy

8 recommendations that Staff will be making in this proceeding?

9

10

Yes, prior to mid-September 2008, Staff' s principal policy views were generally grounded

in the application of traditional raternaking practices.

11

12 Q- Could you explain?

13

14

15

16

17

Yes. An example would be utilization of a historical test period. This jurisdiction has

traditionally utilized an adjusted historical test period in contrast to a forecasted, future or

partially-projected test period. As a consequence, recognition of post-test year plant

additions has been generally discouraged. However, this practice has not been

mechanically applied and has been and should be determined as appropriate to the facts of

18 each case.

19

20 Q-

21

Specifically, how have the events occurring in the financial markets since mid-

September affected Staff's policy recommendations in this case?

22

23

24

25

As I will discuss later in this testimony, Staff does not believe that the Commission should

strictly apply test year end principles across the board in this case. Prior to mid-

September 2008, Staff would not have considered recommending any of the actions

identified by Mr. Brandt as ways to help APS cope with costs associated with growth.

26

A.

A.

A.

A.
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1 Q- Why not?

were necessary or appropriate.

remained unconvinced that APS had adequately demonstrated the need for such relief.

Generally, we were not convinced that any non-traditional, extraordinary regulatory tools

Despite the rather consistent claims of APS, Staff

Even now, Staff has some reservations about utilization of non-traditional regulatory tools

but that reluctance has been somewhat mitigated by the well publicized and very real

downturn in our national economy and the resulting difficulties associated with obtaining

credit

10 Q In addition to events occurring in the Capital markets, are there other unique factors

affecting APS that warrant non-traditional, extraordinary ratemaking treatment?

Staff notes that APS has sought emergency rate relief twice in the last several years. APS

also experienced a ratings downgrade in 2005. APS' difficulties appear to have predated

the current economic crisis, and that ongoing crisis is not likely to create an atmosphere in

which APS can improve its financial condition absent non-traditional or extraordinary

regulatory treatment

18 Q Mr. Johnson, has Staff identified any actions that it would recommend the

Commission take to help APS cope with the cost of growth?

Yes, Staff is recommending partial inclusion of post-test year plant additions to rate base

22 Q Please explain

In his pre-filed direct testimony at page 75, Mr. Brandt states as follows

proposes that the Commission include in rate base the dollars that the company had

already invested in capital projects that were not in service at the end of the test year, but

that will have closed by the time rates go into effect
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1 Q- What is your understanding of APS's proposal?

2

3

4

It is my understanding that APS desires rate base recognition in this proceeding of plant

for which it had made capital investments but which was not in service at the test year end

of December 31, 2007, but will be in service by the time new rates emanating from this

case become effective.5

6

7 Q, How does the Staff proposal differ from the APS proposal?

8

9

Staff would include post-test year plant through December 31, 2008, while APS proposes

plant inclusion through late 2009, when new rates are expected to become effective.

10

11 Q- Has Staff identified the effect its recommendation would have on the APS revenue

12 requirement?

13 Yes, Mr. Smith identifies the rate base adjustments and the revenue requirement impact in

14 his testimony and I would direct the Commission to his testimony for Staffs specific

15 dollar adjustment period.

16

17 Q~

18

In your view, Mr. JohNson, would such rate base recognition by the Commission be

the 'Traditional' treatment accorded to post-test year plant?

19

20

21

No, in my experience here at the Commission, while the Commission has at times looked

beyond the historical test period,  the treatment proposed by APS certainly would be

'atypical'.

22

23 Q- So, why is Staff recommending partial acceptance of APS's proposal?

24

25

Candidly, it was quite difficult for Staff to move to the point of partial acceptance of APS'

proposed treatment of post-test year plant. While Mr. Smith discusses the accounting

26

A.

A.

A.

A.

A.

ramifications and revenue requirement impact of partial acceptance of APS' proposal
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1

2

3

4

5

6

7

8

9

10

11

12

13

concerning post-test year plant, I will offer comments from a policy perspective. As I

indicated previously, I believe the ultimate goal of ratemaking is to ensure that customers

receive high qua lity service but  tha t  they a re charged ra tes  tha t  a re fa ir ,  just  and

reasonable. In the determinat ion of ra tes which are fa ir ,  just  and reasonable,  it  is

necessary for the Commission to consider and seek to balance the interests of the Utility

and its customers. In this case, Staff was concerned with the significant post-test year

plant level for  which investment had been made by test year  end which might not be

subject to rate base treatment until a future rate case. Staff was concerned that delay in

cost recovery of significant plant investment could adversely affect APS' ability to access

the credit markets, especially during a period, such as the present, where there has been a

severe tightening of credit for all of us. Staff readily acknowledges concerns with this

approach because it is 'non-traditional'. However ,  we believe a t  this  t ime tha t  the

certainty surrounding this plant investment,  coupled with the representations of Mr.

1 4 Brandt that this treatment "would improve both cash flow and earning", (Brandt Direct

15

16

17

18

19

testimony p. 75, lines 23-24) should enhance APS' opportunities in the credit markets.

Staff generally agrees that ratepayers stand to benefit in the form of reduced borrowing

costs if APS has reasonable access to credit markets. While Staff continues to urge

caut ion as  the Commission considers  and seeks to ba lance this  proposit ion,  S ta ff

nonetheless believes that utilization of some "extraordinary regulatory tools" may be

20 warranted under current economic conditions.

21

22 Q- Mr. Johnson, is Staff recommending utilization of any other "enhanced" regulatory

23 tools to assist the Company to better manage its financial situation?

24 Yes,  a s  will  be discussed by other  witnesses  in this Staff recommending

25

A. case, is

enhancements or methodological changes in the areas of cost of equity and fair value.
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1 Q- Could you please explain

In the area of cost of equity, Staff is recommending an 11 percent cost of common equity

which is  addressed in the tes t imony of Mr .  David Parcell. Mr. Parcell ultimately

recommends a cost of equity which exceeds his mid point and is at the highest end of his

recommended range. Mr. Parcell's recommendation is in part based upon Staffs desire to

aid APS in its efforts to secure access to capital

8 Q What about Staff's fair value determination?

Staffs proposed treatment is addressed in the testimonies of Mr. Smith and Mr. Parnell

However, as a policy matter, Staff is proposing a fair value treatment that recognizes a 1.5

percent return to the fair value increment. If adopted, this method should further assist

APS in presenting itself as attractive to both lenders and investors

14 Q So Mr. Johnson, what is the point of Staffs recommendations and utilization of the

extraordinary regulatory tools that you have outlined?

Staff is identifying means by which the Commission may provide further "regulatory

support to APS". In Staffs view over the last several years, the Commission has in fact

already provided regulatory support to APS, particularly in the area of fuel and purchased

power. APS enjoys one of the most  forward-thinking,  fuel and purchased power

adjustment mechanisms in operation. Notwithstanding these efforts by the Commission

APS is requesting further assistance. Staff has sought to identify additional 'regulatory

tools' which, if implemented, may provide assistance to APS as it attempts to access credit

markets and address its overall financial situation
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1 Q-

2

Mr. Johnson, has Staff sought to quantify the effect its recommendations would have

on APS's FFO to debt ratio?

3

4

5

6

Staff has accepted Mr. Brandt's representation that "a regulatory mechanism that would

allow the Company to include such plant in rate base (thereby allowing APS to am a

return on that plant,  as well as recover book depreciation and property tax expenses)

would improve both cash flow and earnings" (Brandt direct testimony p.75 lines 22-25).

7

8

9

10

Q, Do you know what the effect would be on APS's earnings?

11

12

13

14

15

16

I would simply refer to the testimony of Mr. Brandt where he states as follows, "Because

of its direct relation to the Company's construction program, this tool is particularly useful

to prevent the erosion of earnings and cash flow that will otherwise result from high levels

of capital spending required in APS' growth environment". (Brandt direct testimony p.76,

lines 7-10). Additionally, Mr. Brandt states, "In fact, to ensure that post-test year plant

additions adjustment is based on known and measurable costs, the Company proposes to

periodically update its pro Ronna calculations throughout this proceeding prior to open

meeting in this matter".

Q- Does Staff agree with Mr. Brandt that 'periodic updates of pro forma calculations

would help address concerns with known and measurable costs'?

17

18

19

20 To the

21

A.

A.

A. From a policy perspective, more certainty is generally better than less certainty.

extent that these updates would provide certainty, Staff would find them helpful.
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1 Q.

2

Mr. Johnson, is it possible that Staff may modify its recommendations based upon

the information contained in the periodic updates discussed by Mr. Brandt?

3

4

5

6

7

Yes, it is possible, however, Staff would likely have concerns with post-test year end plant

recognition occum'ng more than a year beyond the end of the test period. Under the APS

proposal, plant would be eligible for rate base inclusion even though that plant would be

placed in service almost 21 months beyond test year end. If the APS proposal is adopted,

it would truly be 'atypical' ratemaking treatment in Arizona.

8

9 Q-

10

Mr. Johnson, does Mr. Brandt identify other actions the Commission could take to

help APS cope with the costs of growth?

11 Yes, Mr. Brandt discusses other actions including an attrition adjustment.

12

13 Q-

14

Mr. Johnson, who is the Staff witness who responds to Mr. Brandt concerning other

actions the Commission could take to help APS cope with the easts of growth?

15 Mr. Smith is providing responsive testimony which among other things addresses the

16 Company's request for an attrition adjustment.

17

18 Q~ Mr. Johnson, is Staff recommending an attrition adjustment?

19 No.

20

21 Q, Why not?

22

23

In his testimony, Mr. Smith discusses this issue and states the Staff rationale regarding

utilization of an attrition adjustment

24

A.

A.

A.

A.

A.
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1 Q~

2

Mr. Johnson, do you have any policy concerns related to APS' request for an

attrition adjustment?

3

4

5

6

7

Yes, from a policy perspective, if the Commission were to determine that an attrition

adjustment  is  necessary,  I  would recommend tha t  the Commission s imultaneously

consider how such an attrition adjustment would further the public interest and provide

tangible benefits to customers such as increased utilization of renewable resources, and

whether there are preferable ways to address such objectives.

8

9 SECTION II - KEY OUTCOMES

10 Q-

11

Mr. Johnson, from Staffs perspective what are some of the key outcomes that

should result from this proceeding?

12 In Staffs view, key outcomes resulting from this proceeding should include the following:

13

14

15

Rate stability for customers,

Continuation of high quality of service,

Reduction in rate case frequency, and

Preservation of financial soundness of APS.16

17

18 Q- Mr. Johnson, please discuss 'rate stability for customers'?

19

20

21

22

23

24

Since the issuance of Decision #67744 in April 2005, it seems that the rates charged to

APS customers have been in flux.  During the per iod covering 2005 until now, APS

customers have seen significant increases in their  utility bills largely attr ibutable to

significant increases in fuel and purchased power costs. APS, like many other electric

utilities in the United States, has been affected by increased fuel and purchased power

costs, increased unrecovered fuel and purchased power expense, and the need to timely

recover these costs. Here in Arizona. the Commission has convened several dockets and

A.

A.

A.

issued several orders pertaining specifically to APS and its under-recovery of its fuel and
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1

2

3

4

5

6

7

8

9

10

purchased power costs. The point of these comments is simply to establish the backdrop

against which this present request by APS is being considered. As Staff has considered its

recommendations in the current proceeding, Staff has concluded that 'rate stability' should

be one of the key considerations or outcomes. In these times of further extreme belt-

tightening, predictability and certainty as to the cost of products and services, including

electric service, has become even more important. While customers generally do not like

to see incr ea ses  in their  b i l ls ,  in S ta f fs  exper ience cus tomer s  ma y be even less

appreciative of the lack of predictability and certainty of their bills. As a consequence,

Staff would encourage an outcome that  would establish rates which are fa ir ,  .  just ,

reasonable, and stable so that customers can better manage their finances during these

11 troubling economic times.

12

13 Q- Mr. Johnson, is Staff aware of any significant issues affecting quality of service

14 provided to customers of APS?

15 No, Staff has not identified any sustained or persistent issues affecting safety or reliability.

16

17 Q-

18

Mr. Johnson, in your opinion should APS be concerned about how its rates and

charges impact its customers?

19

20

Yes, I think APS and utility providers in general ought to be concerned about how rates

and charges impact customers.

21

22 Q.

23

Mr. Johnson, as it relates specifically to APS, do you have any reason to believe that

APS is not concerned about the impact its rates and charges have upon customers?

24

25

No, I believe that APS is generally concerned with rate impacts, but I also recognize that

APS is also concerned with its obligations to shareholders which I believe is appropriate

26

A.

A.

A.

and expected.
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1 Q- Now Mr. Johnson, what other eventual outcomes do you believe need to result from

2 this proceeding?

3

4

5

6

7

8

9

10

11

I believe it is absolutely critical to customers, regulators and APS that a result of this

proceeding is a better 'alignment' of the policy goals of each of these interested groups.

In my view, a desired outcome would result in a cooperative, coordinated effort which

promotes public policy goals, protects ratepayers and preserves the financial soundness of

APS. However, this 'public/private partnership' must have at its core, a commitment to

customers that the authorized rates fairly and appropriately consider their interests. The

balancing of these sometimes varied issues is of critical importance. As Staff considers its

recommendations in this proceeding, we will seek to strike this difficult balance because

we recognize that both customers and APS are facing rather difficult financial challenges.

12 desire to break this present cycle

13

Staffs recommendations are also premised on a of

seemingly endless rate proceedings involving APS. We can surely disagree about who is

14

15

to blame for our present circumstances, but it is our hope that we can move beyond a place

of blame to a place of cooperation.

16

17 SECTION III _ OTHER CONSIDERATIONS

18 Q- Mr. Johnson, has Staff considered how its recommendations might impact APS

19 customers?

20 Yes we have, and as a consequence during this proceeding, we will be proposing that the

21 Commission:

22

23

24

25

26

A.

A.

Stabilize rates paid by customers,

Adopt a modest price increase,

Exempt low-income customers from base rate increases,

Exempt low-income customers from price increases flowed through the PSA,

Encourage operational efficiencies, and
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1 • Enhance utilization of renewables.

2

3 Q. Mr. Johnson, what is Staff recommending with response to rate stabilization?

4

5

In light of the extraordinary level of regulatory support that APS is seeking and that Staff

is recommending - Staff believes that APS should voluntarily place itself on a regular rate

6 case interval.

7

8 Q- What would Staff suggest?

9 Staff would suggest that APS submit rate filings utilizing 3-year intervals.

10

11 Q. Mr. Johnson, is Staff suggesting that the Commission order APS to file rate cases at

12

13

14

15

16

17

3-year intervals?

No,  Staff believes tha t  APS should evaluate,  in light  of the extraordinary level of

regulatory support that it is requesting, how it can manage its operations in a manner that

would break the present cycle of continual rate case filings. Staff would encourage APS

in its rebuttal testimony to present to the ACC a plan, approach, or structure that would

provide rate stability to its customers.

18

19 Q. What rate increase is Staff proposing in this case?

20 Smith discusses  the r evenue r equir ements

21

T he t es t imony of  M r . t ha t  S t a f f  i s

recommending. In his testimony, Mr. Smith states that Staff is recommending a base rate

22 increase of $307 million or  11.6 percent  with fuel and 6.36 percent  without  fuel.

23 Although Mr .  S mith p r ovides  a  det a i led discuss ion of  how S ta f f  a niseed a t  i t s

24

25

26

A.

A.

A.

A.

recommendation, from a policy perspective, Staff s recommendations attempt to recognize

that some rate increase may be necessary while seeking to ensure that  the result ing

increase balances both the utility and customer interests.
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1 Q- Please discuss Stafi"s proposal to exempt low-income customers from price increases.

2

3

4

5

6

7

8

Although this proposal will be more fully addressed when Staff presents its rate-design

testimony, from a policy perspective Staff is requesting that the Commission shield those

customers who are least able to pay higher rates from the effects of the increase

recommended in this matter. We believe this approach is appropriate in light of the

present economic climate and is consistent with the Commission's recent rate case

decision involving Tucson Electric Power Company and additionally from a policy

perspective is a further attempt to balance customer and utility interests.

9

10 Q-

11

Is Staff proposing to exempt low-income customers from increases associated with

changes to fuel and purchased power?

12

13

14

15

Yes, for reasons similar to those supporting exemptions of low income customers from

any base rate increase, Staff believes that these same customers should be exempt from

price increases associated with the PSA mechanism. We believe these customers possess

the least ability to absorb increased rates and charges.

16

17 Q. Please discuss your policy recommendations regarding increased operational

18 efficiency.

19

20

21

22

23

24

25

26

A.

A.

A. Staffs concern in this regard is straight-forward. We want to engage APS and other

interested parties in a dialogue to ensure that APS is efficiently operating. But more

importantly, we seek to ensure that interested parties are better informed as to steps that

APS has taken and will take to ensure the safe and efficient operations of its physical plant

and non-plant operations. Staff has no present reason to conclude that APS' performance

is lacking in any respect. It is our view that APS and its management are best able to

operate the utility and in no respect are we suggesting otherwise. However, we believe

that in light of APS's request for extraordinary regulatory support that it is both reasonable
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1

2

3

4

5

6

7

and expected that discussions regarding operational efficiency would ensue. Further, we

do believe that additional dialogue outside the adversarial process of a rate case could lead

to greater enlightenment and confidence that APS is pursuing actions that will allow it to

continue to provide safe, reliable and efficient service at reasonable rates. Also, Staff

hopes that this dialogue will lead to a cooperative effort between all interested groups that

will result in a utility which is fiscally sound, efficiently managed, customer oriented, and

which is committed to utilizing renewable resources.

8

9 Renewables

10 Q- Mr. Johnson, do you have any further thoughts regarding key considerations

11 resulting from this proceeding?

12

13

14

Yes, as this Commission considers APS' request regarding how the Commission may

assist the Company, Staff believes that the Commission should consider engaging APS

and others in a dialogue to examine whether there is further opportunity for the use of

15 renewables or renewable technologies. S ta ff  would invite APS to sha re with this

16

17

18

Commission the opportunities that exist to encourage the use of renewables beyond the

scope that is presently mandated in the Comlnission's REST Rules. It  is generally

understood that Arizonans are interested in renewables and renewable technologies, and

19 this case could provide a forum for further discussion of these issues.

20

21 Q-

ZN

Mr. Johnson, has Staff identified any additional renewable actions APS might

consider beyond its 2009 REST plan?

23

24

25

26

A.

A. Yes, but only at a "high level". Staff has only recently considered additional options and

would want to be very careful to state that at this time we are not proposing any renewable

actions beyond those required in APS's 2009 REST plan. Nonetheless, some concepts

that have been discussed include:
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1

2

3

4

Increasing the 2010 REST requirements percentages,

Increasing targets for distributed energy,

Customer loan programs, and

Increasing budgets for renewable research and project development.

5

6 Q. Mr. Johnson, to be clear, Staff is not currently proposing modifications to APS' 2009

7 REST plan, correct?

8

9

Correct, Staff thought it was important to raise this issue as the Commission seeks to

balance utility and ratepayers interests.

10

11 Q, Mr. Johnson, do you have any final thoughts?

12

13

14

15

Staff believes that the regulatory tools that it has recommended to the Commission for

consideration represent innovative solutions designed to aid APS in its efforts to remain

financially stable while recognizing a need to consider and balance the interests of both

APS and its customers.

16

17 Q. Does this conclude your direct testimony?

18

A.

A.

A. Yes, it does.
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Summa of Staff Adjustments to Rate Base Original Cost Fair Value
Adi. Increase Increase
No. Description (Decrease) (Decrease
B-1 Post-Test Year Plant Additions (45,207)$ (45,207)s
B-2 Correction to RCND Amounts $ $ (269,761
B-3 Accumulated Deferred Income Taxes - Account 190 $ (2,132) $ (2,132)
B-4 Cash Working Capital for Operating Expenses - Lead Lag Study $ (1,590) s (1,590)
B-5 Yucca Plant Units 5 & 6 s (8,075) $ (8,075)

s s
Total of Staff Adjustments $ (57,003) $ (326,764
APS Proposed Rate Base $ 5,359,964 s 7,713,316
Staff Proposed Rate Base s 5,302,961 $ 7,386,552

EXECUTIVE SUMMARY
ARIZONA PUBLIC SERVICE COMPANY

DOCKET NO. E-01345A-08-0172

My testimony addresses the following:

On original cost rate base, using the policy guidance provided by Staff witness Ernest
Johnson concerning post-test year plant and the rate of return recommended by Staff witness
David Parcell, I have calculated a revenue deficiency for APS of approximately $255
million. This compares with APS' request of $448 million. A portion of these revenue
deficiencies relate to increased projected Mel costs which would have been recoverable under
APS' Power Supply Adjustor (PSA) mechanism, as summarized in the following table:

Per APS
s
s
$

264,341
13,876

278,217

Per Staff
$ 103,767
$ 11,436
s 115,203

Difference
$ (160,574)
$ (2,440)
s (163,014)

Components of Total Rate Increase
(Thousands of Dollars)
Base Rate Increase
Fuel Related Increase in Base Rates*
Total Base Rate Incense
Fuel Related Increase that would have been
recoverable in PSA*
Total Rate Increase Requested

$
s

169,977
448,194

$
$

140,088
255,291

s
s

(29,889)
(192,903)

Percentage Increase Over Current Rates
Revenue Nom Sales to Ultimate Retail Customers
Percentage Increase - Net of PSA
Percentage Increase - Total

$ 2,637,447
10.55%
16.99%

$ 2,637,447
4.37%
9.68%

*Note: the] related increases are subject to revision based on forecast updates

recommend the following adjustments to the original cost and fair value rate base proposed
by APS:

Each of these adjustments is discussed in my testimony.

I also recommend several adjustments to net operating income. A summary Staffs
adjustments and a reconciliation of the revenue deficiency on original cost rate base is
presented in the following table:



Arizona Public Service Company
Revenue Requirement Reconciliation
Test Year Ended December 31, 2007

(Thousands of Dollars)

Line
No. Description

Staff
Schedule

Staff
Adjustments

(A)

Conversion
Factor

(B )

Equivalent
Revenue

Requirement
Amount

(C)

D

A-1

-0.28%

l 6525
-0.460960%

B
D

s 5,359,964 $ (24,707)
8 5 8 %

14.18%

l
2
3
4
5
6
7
8
9
10
11

B-1
B-2
B-3

s
$
$

(45,207)

(2,132)

14.18%
14.18%
14.18%

s
$

s

(6,412)

(302)

B-4
B-5
B-6

(1,590)
(8,075)

14.18%
14.18%
14.18%

s
$
s

(226)
(1,145)12

13
14
15

$
$
s
s
s

(57,003)
5,302,961

s 203,11216
17
18
19
20
21
22
23
24
25

c- l
C-2
C-3
C-4
C-5
C-6
C-7

s
$
$
$
$
$
$

48,074
43

7,228
3,359
3,096

126

569

GRCF
1.65250
1.65250
1.65250
1.65250

1.65250
1.65250
1165250

$
$

$
s
s
s
$

(79,442)

(71)
(11,944)
(5,551)
(5,116)

(209)
(941)

C-8 $ 1,278 1.65250 s (2,l 12)
26

27
28
29
30
31
32
33
34
35
36
37
38

C-9
c-10
c-11
C-12
C-13
C-14
C-15
C-16
C-17
C-18
C-19

$
$
$
$
$
s
s
s
$
$
$
$
s

182
14

(379)
829

3,870
4,071

19,597
125

4,554

73
685

97,394

300,506

1.65250
1.65250
1.65250

1.65250
1.65250
1.65250
1 .65250
1 .65250
1.65250

1 .65250
1 .65250

$
$
s
$
$

$
$
$
$

$
$

(301)

(24)
627

(1,370)
(6,395)
(6,727)

(32,385)
(207)

(7,526)
(120)

(1 , 132)

1.65250
164910
000340

$ 271,781

39
40
41
42
43
44
45
46
47
48

Rate of ream difference
Staff GRCF
Rate Base
Original Cost Rate Base per APS' Filing
Staff ROR
Staff ROR x GRCF
Effect of Staff adjustments to Rate Base
Post-Test Year Plant Additions
RCND For Plant-Related Accumulated Deferred Income T
Accumulated Deferred Income Taxes
Cash Working Capital for Operating Expenses - Lead
Lag Study
Yucca Plant Units 5 & 6
Post-Test Year Construction Work in Progress
Total Stair Original Cost Rate Base Adjustments
Staff Adjusted Original Cost Rate Base
Net Operating Income
Net Operating Income per APS' Filing
Effect of Staff Adjustments on NOI
Attrition Adjustment
Advertising Expense
Incentive Compensation
Stock-Based Compensation
Supplemental Excess Benefit Retirement Program
Non-recurring Executive Hiring Expenses
Injuries and Damages
Depreciation and Property Tax Expense Related to Post-
Test Year Plant Additions
Depreciation and Property Tax Expense Related to
Yucca Units 5 & 6
Organizational Redesign Costs
Gain on Sade of Windsor Substation Land Swap
Lobbying Expense
Interest Synchronization
Gains on S02 Allowances
Base Fuel and Purchased Power
Edison Electric Institute Dues
Depreciation Expense
Legal Expense
Fly Ash Sales
Total Stat? Adjustments to Operating Income
Staff Adjusted Net Operating Income
Gross Revenue Conversion Factor Difference:
Per Staff
Per Company
Difference
Company adjusted NOI deficiency
GRCF difference
STAFF REVENUE REQUIREMENT ADJUSTMENTS IDENTIFIED ABOVE
Company requested Base Rate Revenue Increase
Reconciled Revenue Requirement
Revenue Requirement Calculated on OCRB
Unidentified Difference

$
s
$
$
s
$

924
(192,814)
448_l94
255,380
255,291

89

Among the larger items, Staff recommends rejection ofAPS' proposed attrition adjustment,
sharing a normalized cost of incentive compensation expense 50/50 between ratepayer and
shareholders, removing expense for stock-based compensation and SERP, consistent with a
series of recent Commission decisions on such issues, and using the most current projection
of 2009 fuel and purchased power costs to set the base cost of fuel. Each adjustment is
discussed in my testimony.

Staff has included a component for uncollectibles in its derivation of the gross revenue
conversion factor, whereas APS had only considered state and federal income taxes.



Staff is presenting the Commission with two alternatives for a fair value rate of return to be
applied to fair value rate base, as described in my and Staff witness David Parnell's
testimony, the results of which are summarized below:

Fair Value Rate of Return Alternatives
Test Year Ended December 31, 2007
(Thousands of Dollars)

Line
No. Description Reference

Staff
Alternative 1

Fair
Value

(A)

Staff
Alterat ive 2

Fair
Value

(B)

l Adjusted Rate Base Sch. B $ 7,386,552 $ 7,386,552

2 Rate of Return Sch. D 6.16% 6.58%

3 Operating Income Required $ 455,012 s 486,035

4 Net Operating Income Available Sch. C s 300,506 s 300,506

5 Operating Income Excess/Deficiency s 154,506 $ 185,529

6 Gross Revenue Conversion Factor Sch. A- 1 1.6525 1.6525

7 Revenue Deficiency (Sufficiency) $ 255,321 $ 306,586

8 Increase over column A s 51,265

9
10
11
12
13

Components of Total Rate Increase
Base Rate Increase
Fuel Related Increase in Base Rates
Total Base Rate Incense
Fuel Related Increase
Total Rate Increase Requested

s
$
s
s
$

103,797
11,436

115,233
140,088
255,321

s
$
$
s
s

155,062
11,436

166,498
140,088
306,586

14
15
16

Percentage Increase Over Current Rates
Revenue from Sales to Ultimate Retail CI
Percentage Increase - Net of PSA
Percentage Increase - Total

Schc,L.I
L.ll/L.l4
L.l3/L.l4

$ 2,637,447
4.37%
9.68%

$ 2,637,447
6.31%

11.62%

My testimony addresses the Company's proposed depreciation rates. The new depreciation
rates proposed by APS are summarized in Company witness Dr. White's testimony and are
shown in detail in his exhibit, Attachment REW-1. APS' new depreciation rates are the
result of a complete depreciation study prepared by Dr. White's Finn, Foster Associates, Inc.,
entitled "2008 Depreciation Rate Study" which is Attachment REW-1 The Company's
proposed rates were developed using a depreciation system composed of the straight-line
method, vintage group procedure and remaining life technique. APS has developed its
proposed depreciation rates for production facilities by unit and by type of plant in service at
each unit.



Based on December 31, 2007 plant investment, the new depreciation rates proposed by APS
decrease depreciation expense by $9.126 million (from $290.860 million at present rates to
$28l.734 million at APS' proposed rates). Of the 173 plant accounts studied, APS proposes
depreciation rate reductions for 98 accounts and increases for 75 accounts. On a composite
basis, the Company's proposed new rates for APS plant produce a decrease of 0.09
percentage points, from the current composite rate of 2.93% to a composite at new rates of
2.84%.

With the exception of Account 370.01, Electronic Meters, and a slight modification to the
annual amortization amount for Account 370.02, Electromechanical Meters, the depreciation
rates proposed by APS presented in Dr. White's Attachment REW-1 should be adopted for
use in this case. The depreciation rates proposed by APS for the remaining accounts were
developed in a manner that is consistent with the Commission's rules for depreciation rates.
My review of the details provided in Dr. White's Attachment REW-1 and other information
indicates that those new rates proposed by APS are consistent with a reasonable approach to
updating the depreciation rates that the Commission approved in Decision Nos. 67744 and
69663. As noted above in my testimony, the net change in percentage terms resulting from
APS' technical update in composite terms is fairly small, a decrease of 0.09 percentage
points for APS' plant as of December 31, 2007.

I discuss the reasons for rejecting APS' proposed depreciation rate change for Account
370.01 in my testimony for Staff adjustment C-17. APS proposes to more than triple the
annual depreciation/amortization expense for Account 370.1, Electronic Meters, from
$3,458,052 at current depreciation rates, to $11,022,541 at a proposed "five year
amortization" per its 2008 Depreciation Study. The assumption underlying APS' proposal
for a five-year amortization of Account 370.01 is that APS will totally replace all electronic
meters with Advance Metering Infrastructure ("AMI") by 2012. However, APS has not
demonstrated that it is economical, cost-effective or even prudent to purchase and then
replace electronic meters within only a few years of their initial installation. Electronic
meters are not obsolete and APS has been purchasing tens of millions of dollars of electronic
meters in recent years and estimates that substantial purchases and installations of such
meters will continue in 2008, 2009 and 2010. Moreover, electronic meters that are new or
only a few years old should have significant salvage value, yet APS has not reflected salvage
value for electronic meters in its proposed amortization. Because of such reasons, APS'
proposed five-year amortization of electronic meters should be rejected. The existing
depreciation rate should be used for that account for purposes of this rate case.

The issue of APS' meter replacement program and its impact on Account 370.01, electronic
meters, should be reviewed in APS' next rate case. APS should be directed to present
evidence demonstrating that its continuing purchase and installation of tens of millions of
dollars of electronic meters each year in conjunction with its apparent plans to then replace
them within a few years with more advanced "smart meters" is economical, cost-effective
and prudent. APS should also be directed to present information necessary to re-evaluate the
depreciation rate for Account 370.01, electronic meters, at that time.

APS is no longer purchasing or installing Electromechanical Meters (Account 370.02). It is
therefore appropriate to amortize the remaining balance in that account such that it is fully
amortized by 2012. The annual amortization for Account 370.02 proposed by APS should be
subj et to a minor modification. I propose basing the annual amortization to be reflected in
rates on the net plant in this account as of December 3 l , 2008, amortized over four years.



My testimony also presents a Staff proposal to included annual fluctuations in the amount of
gains on the sale of SON emission allowances in the PSA. This recommendation is related to
Staff Adjustment (C-14) to reflect a normalized annual level of SON emission allowance sales
gains as a credit to operating expenses in setting APS' base rates, and to discontinue 50/50
sharing of such gains and the accounting APS had employed in the past (which credited the
ratepayers' share to CWIP). The margins that APS realizes on the sale of SON emission
allowances are material and can vary significantly from year to year. Consequently, the
PSA, which reflects annual changes in fuel and purchased power costs,  is the ideal
mechanism to address fluctuations in the SO; emission allowance sales gains, which are
material and which fluctuate significantly from year to year. The reasons for these
recommendations are explained in detail in my testimony.

Finally, my testimony addresses certain aspects of APS' proposed revisions to its line
extension tariff (Schedule 3), and APS' proposed new impact fee.

APS proposes changes to Schedule 3, its line extension tariff, to add a definition to describe
"system facilities" among other things. That component can be referred to as a System
Facilities Charge. APS' redlined version of Schedule 3 is presented in Mr. Rumolo's
Attachment DJR-11.

Staff does not view the revisions proposed by APS as "minor changes to Schedule 3 to
simplify and clarify the implementation of the schedule" as characterized by APS in Mr.
Rumolo's Direct Testimony at page 25. Staff views the definition of "system facilities"
proposed by APS as a major change to Schedule 3. The addition of a definition for "system
facilities" to Schedule 3 is viewed by Staff as essentially a hook- up fee proposal. As a
matter of policy, Staff believes that a hook-up fee proposal should be contained in a separate
tariff provision. Staff is concerned that the addition of a System Facilities Charge to
Schedule 3 could have shocking and unpleasant consequences for affected customers. Staff
urges caution regarding this APS proposal. It should be implemented only after careful
evaluation, and only based upon a clear understanding of the impacts on affected customers.
The generic docket that is open to address hook-up fees may present a better forum for that
purpose. Concerning the accounting, Staffs position is that any fees collected by APS under
Schedule 3 are CIAC and should recorded by APS as such.

APS proposes a new Impact Fee, presented in Mr. Rumolo's Attachment DJR-9, which
would be charged to all applicants requesting electric service. The actual fee would depend
on the service entrance size ("SES") that is required to serve the customer. APS witness
Rumolo's direct testimony describes the Impact Fee as follows :

The proposed Impact Fee will collect certain growth-related expenses that are either
caused by Schedule 3 or not recovered through Schedule 3. Both contribute to
customer growth-related earnings attrition. The additional growth-related costs used
as the proxy for developing the proposed Impact Fee are: 1) the annual capital
carrying cost of the "tax asset" associated with Schedule 3 CIAC, and 2) the
anticipated increases in operations and maintenance expenses that are customer-
growth related.



APS' tiling indicates that the new Impact Fee would raise as much as $53 million per year.
APS proposes to account for its receipts from the impact fees as revenue. APS proposes to
use the $53 million as an offset against its proposed $79.3 million attrition adjustment.

Staff recommends that APS' proposed attrition adjustment be disallowed, as discussed above
in my testimony concerning Staff Adjustment C-1. The APS-proposed attrition adjustment
should be rej ected and that rejection is not dependent upon whether or not "hook-up" fees are
approved. If the Commission were to direct APS to record the new Impact Fees as revenue,
Staff recommends that the Commission should concurrently either order APS to defer such
fees for crediting to ratepayers, or order APS to reduce non-fuel base rates by the amount of
such fees expected to be annually collected. If an impact fee is approved and if the
Commission determines that it should be accounted for as Other Operating Revenue, the
estimated annual amount resulting from the new fee should be considered as part of the rate
design for APS, and would reduce the amount of base rate revenue requirement that would
need to be recovered through other customer rates.

Staff believes that any new fees should be implemented with care, and only after careful
evaluation. There is a generic proceeding currently in place at the Commission, Docket No.
E-00000K-07-0052 that may present a better forum for that purpose. Staff is also concerned
regarding the impact on new customers of the new fee, and urges caution in implementing
such charges. Finally, if approved, Staff believes there must be adequate notice and
customer education before new fees of this potential magnitude are implemented.
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1 1. INTRODUCTION

2 A. Background and Qualifications

3 Q- Please state your name, position and business address.

4

5

Ralph C. Smith. I am a Senior Regulatory Consultant at Larkin & Associates, PLLC,

15728 Farmington Road, Livonia, Michigan 48154.

6

7 Q. Please describe Larkin & Associates.

8

9

10

11

Larkin & Associates is a Certified Public Accounting and Regulatory Consulting firm.

The firm performs independent regulatory consulting primarily for public service/utility

commission staffs and consumer interest groups (public counsels, public advocates,

consumer counsels, attorneys general, etc.). Larkin & Associates has extensive experience

12 the utility regulatory field

13

in as expert witnesses in over 400 regulatory proceedings

including numerous telephone, water and sewer, gas, and electric matters.

14

15 Q- Mr. Smith, please summarize your educational background.

16

17

18

19

20

21

22

23

24

25

26

A.

A.

A.

I received a Bachelor of Science degree in Business Administration (Accounting Major)

with distinction from the University of Michigan - Dearborn, in April 1979. I passed all

parts of the C.P.A. examination in my first sitting in 1979, received my CPA license in

1981, and received a certified financial planning certificate in 1983. I also have a Master

of Science in Taxation from Walsh College, 1981, and a law degree (.I.D.) cum laude from

Wayne State University, 1986. In addition, I have attended a variety of continuing

education courses in conjunction with maintaining my accountancy license. I am a

licensed Certified Public Accountant and attorney in the State of Michigan. I am also a

Certified Financial P1annerTm professional and a Certified Rate of Return Analyst

("CR.RA"). Since 1981, I have been a member of the Michigan Association of Certified

Public Accountants. I am also a member of the Michigan Bar Association and the Society
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of Utility and Regulatory Financial Analysts ("SURFA"). I have also been a member of

the American Bar Association ("ABA"), and the ABA sections on Public Utility Law and

Taxation

5 Q Please summarize your professional experience

Subsequent to graduation from the University of Michigan, and after a short period of time

in which I installed a computerized accounting system for a Southfield, Michigan realty

management firm, I accepted a position as an auditor with the predecessor CPA firm to

Larkin & Associates in July 1979. Before becoming involved in utility regulation where

the ma jor ity of  my t ime for  the pas t  28 yea r s  has  been spent ,  I  per formed audit

accounting, and tax work for a wide variety of businesses that were clients of the Finn

During my service in the regulatory section of our firm, I have been involved in rate cases

and other regulatory matters concerning numerous electric, gas, telephone, water, and

sewer utility companies. My present work consists primarily of analyzing rate case and

regulatory filings of public utility companies before various regulatory commissions, and

where appropr ia te,  pr epa r ing tes t imony and schedules  r ela t ing to the issues  for

presentation before these regulatory agencies

I have performed work in the field of utility regulation on behalf of industry, state attorney

genera ls ,  consumer  groups,  municipa lit ies ,  and public service commission s ta ffs

concerning regulatory matters before regulatory agencies in Alabama, Alaska, Arizona

Arkansas, California, Connecticut, Delaware, Florida, Georgia, Hawaii, Illinois, Indiana

Kentucky, Louisiana, Maine, Michigan, Minnesota, Mississippi, Missouri, New Jersey

New Mexico, New York, Nevada, North Dakota, Ohio, Pennsylvania, South Carolina

South Dakota, Texas, Utah, Vermont, Washington, Washington D.C., Wisconsin, and
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Canada as well as the Federal Energy Regulatory Commission and various state and

federal courts of law

4 Q Have you prepared an attachment summarizing your educational background and

regulatory experience

Yes. Attachment RCS-1 provides details concerning my experience and qualifications

8 Q Have you previously testified before the Arizona Corporation Commission?

01345A-06-0009, involving an

emergency r a te increase r eques t  by Ar izona  Public  Service Company ("APS" or

Company"),  and concerning APS' proposed deprecia t ion ra tes  in Docket  Nos.  E

01345A-05-0816, E-01345A-05-0826 and E-01345A-05-0827, a proceeding involving

APS base rates and other matters.  I also testified before the Commission in the most

recent UNS Gas. Inc. rate case. Docket Nos. G-04204A-06-0463. the most recent UNS

Yes.  I have testified before the Commission previously on a number of occasions.  I

t es t i f ied befor e t he Commiss ion in Docket  No.  E-

Electric. Inc. rate case. Docket No. E-04204A-06-0783. the most recent Tucson Electric

Power Company ("TEP") rate case, Docket No. E-01933A-07-0402, and the most recent

Southwest Gas Company rate case, Docket No. G-01551A-07-0504. I also testified in

APS' recent interim rate case. Docket No. E-01345A-08-0172

22 Q

Purpose of Testimony

On whose behalf are you appearing

I am appearing on behalf of the Arizona Corporation Commission ("ACC" or

Commission") Utilities Division Staff ("Staff')
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1 Q- What is the purpose of the testimony you are presenting?

2

3

4

The purpose of my testimony is to address the application for a general rate increase filed

by APS. Specifically,  I will be addressing the revenue requirement,  rate base,  net

operating income, and selected other issues, including APS' proposal for new depreciation

rates, and the Company's proposed Reconstruction Cost New (RUN) study. I also address

certain aspects of APS' proposed changes to its line extension tariff (Schedule 3) for a

system facilities charge, and APS' proposed impact fee (Schedule 6).

5

6

7

8

9

10

11

Q. Please briefly  describe the information you reviewed in preparation for your

12

13

14

15

16

testimony.

The information I reviewed included APS' application and testimony, APS' responses to

data requests of Staff and other parties, information provided to me by Staff, and other

publicly available infonnation.

c.

Q.

Content of Attachments to Testimony

Have you attached any exhibits to be filed with your testimony?

Yes, I am attaching six exhibits, Attachments RCS-2 through RCS-7.17

18

19

2 0

Q- What is shown in each of those attachments?

21

Attachment RCS-2 presents the results of my analysis including Staff's recommended

revenue requirement, rate base and adjusted net operating income.

22

23

24

A.

A.

A.

A.

Attachment RCS-3 presents copies of non-confidential responses to data requests and

selected documents that are referenced in my testimony.
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1

2

Attachment RCS-4 presents, for ease of reference, the Commission's rules at R14-02-102

which address the treatment of depreciation.

3

4

5

6

7

Attachment RCS-5 presents some illustrative documentation concerning customer

complaints regarding APS' implementation of a System Facilities Charge in 2008 under

Schedule 3, its line extension tariff. As shown in the documents included in Attachment

RCS-5, APS agreed to remove that charge and refund monies collected from the affected

8 customers o

9

1 0

1 1

1 2

1 3

1 4

Attachment RCS-6 presents an analysis that compares the impact of treating impact fees

(i.e., "hook-up" fees) as revenue versus Contributions in Aid to Construction ("CIAC")

that I discuss in my testimony. The analysis shown in Schedule RCS-6 was prepared by a

consultant to Staff in the prior APS rate case. Shave reviewed that study and believe that

it appropriately compares the alternatives.

1 5

1 6

1 7

Attachment RCS-7 presents copies of selected APS confidential responses to discovery

and other documents that are referenced in my testimony.

1 8

1 9 D.

20 Q_

2 1

General Background to APS' Rate Request

Please briefly provide some background for the request that APS has made in the

current proceeding.

22

23

24

APS is an Arizona utility providing electricity to more than 1 million customers in 11 of

Arizona's 15 counties. With its headquarters in Phoenix, APS is the largest subsidiary of

Pinnacle West Capital Corporation ("PWCC" or "pow"').

A.

1 PNW is the stock symbol for Pimiacle West Capital and rating agency and investment reports sometimes therefore
use "PNW." In this testimony, both abbreviations, PWCC and PNW, are used interchangeably.
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1

2

APS' current base rates became effective July 1, 2007 pursuant to Decision No. 69663,

dated June 29, 2007. That case, Docket No. E-01345A-05-0816 et al, used a test year

ending September 30, 2005.3

4

5

6

On March 24,  2008,  APS filed with the Commission an applicat ion for  a  base ra te

increase. On June 2, 2008, APS filed an amended application for a net increase in rates of

$278.2 million, using a test year ending December 31, 2007. The $278.2 million is

composed of a $264.3 million non-fuel related base rate increase plus a $13.9 million

effective net increase in fuel-related base rates (see additional discussion below).

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

On July 6, 2008, APS requested Commission approval of an interim rate, Docket No. E-

01345A-08-0172. In the interim proceeding, APS sought an interim rate increase of

approximately $115 million, or approximately 4 mills per kph, to be effective with the

first billing cycle of November 2008, and subject to refund. APS derived the amount of

interim increase with reference to a Power Supply Adjustor surcharge of $0.003987 per

kph that had been approved in Decision No. 69663 to collect a $46 million balance of

uncollected fuel and purchased power costs. That PSA adjustor expired at the end of the

July 2008 billing cycle.  APS sought approval to implement a new Interim Base Rate

Surcharge of the same amount, which APS indicated would produce annual revenue of

approximately $115 million. APS had stated in response to discovery that the purpose of

the surcharge would be to ameliorate the detrimental impact of the Company's rising non-

fuel costs until the Commission has the opportunity to enter an order on the Company's

permanent rate request in the pending general rate case. If granted, any interim rates

would be subj et to refund with interest, pending the Commission's final decision in APS'

general rate case.
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1

2

3

4

5

6

7

8

9

10

11

On August 6, 2008, in Decision No. 70454, the Commission approved a request by APS

for its parent, PNW, to infuse equity into APS by up to $400 million. As stated at page 2

of that decision: "PNW indicates that it intends to infuse a total of up to $400 million into

APS in the year 2008, from the proceeds of PNW common stock sales." APS did not

anticipate that the $400 million equity investment would impact APS' cost of service and

cost of capital in the foreseeable future. At page 3 of Decision No. 70454, the

Commission stated that: "Authorization to increase equity by up to $400 million would

assist APS' efforts to maintain a balance of cost and financial risk in its capital structure

while funding its capital expenditures." At page 4, the Commission approved the

requested increase to equity "so long as such equity infusion is made on or before

December 31, 2009."

12

13

14

15 The

16

On July 16, 2008, a procedural schedule was established for APS' interim rate request that

provided for Staff and intervenor testimony to be filed on August 29, 2008, APS rebuttal

on September 8, 2008, and a hearing commencing on September 15, 2008.

Administrative Law Judge issued a recommended Opinion and Order on November 12,

17 2008. Among other things, that recommended Order would require:

18

19
20
21
22
23
24
25
26
27
28
29
30
31
32

• That in the pending general rate case, Arizona Public Service Company shall
present an analysis of what steps it has taken to improve its FFO/Debt ratio and
why, after the Commission has implemented a forward looking PSA, a
transmission cost adjustor, an environmental improvement surcharge, new base
rates, and other measures, Arizona Public Service Company cannot improve and
sustain that financial ratio. The analysis shall also include information regarding
steps that have been taken, or may be taken in the Euture, to reduce costs (without
diminishing service quality) and thereby increase available cash, including items
such as dividend reductions, elimination of management bonuses, and other
measures that would require stocldiolders to share the burden with ratepayers.

That in the pending general rate case, the parties shall address the issues of
whether a PSA sharing provision is appropriate for thefuture and whether such
provisions cause or significantly contribute to a decline in the FFO/Debt ratio.
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1

2

3

4

This matter is currently scheduled for an open meeting to be held on December 17, 2008.

If the Commission's final order instructs Staff to address additional issues in the rate case,

due to the timing, Staff would propose to address such issues either in a supplemental

filing or in its surrebuttal filing in the general rate case.

5

6

7

8

9

10

On July 29, 2008, a procedural schedule was established for APS' general rate case, which

provided, among other things, for Staff and intervenor direct testimony (other than rate

design) to be filed on December 19, 2008, APS rebuttal on February 6, 2009, Surrebuttal

on March 6, 2009, APS rejoinder on March 20, 2009; and a hearing commencing on April

2, 2009.

11

12

13

14

REVENUE REQUIREMENT

Summary of APS' Requested Increase

Please briefly summarize APS' basis for its request for a rate increase.

15

16

17

18

19

20

21

22

Using a test year ending December 31, 2007, with pro forma adjustments, APS is seeking

a base rate increase of $448.2 million, which includes $183.9 million of increased fuel and

purchased power costs that APS had projected for 2010. The Company indicated that

$170.0 million of the increased fuel and purchased power costs that had been projected for

2010 would have been recoverable under its Power Supply Adjustor ("PSA").

23

24

25

A.

Therefore, after taking the reclassification of PSA revenues to base iiuel revenues into

consideration, as provided for in the Commission approved PSA Plan of Administration,

APS' effective net revenue increase would be $278.2 million. This amount is comprised

of a $264.3 million increase in non-fuel base rates and a net increase to fuel related

electric rates of $13.9 million. The Company's request is summarized in the table below:
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$000's
Base Rate Increase
Fuel Related Increase in Base Rates

APS Proposed
Original Cost

$ 264.341
13

$
Fuel Related Increase
Total Rate Increase Requested

169.977

The $448.2 million revenue increase that APS is requesting for base rates includes $183.9

million due to the Company's request to increase the base fuel rate from 3.25¢/kWh (as

authorized in Decision No. 69663) to 3.88¢/kWh. APS has indicated that approximately

$170.0 million of the increase associated with its proposed new base cost of fuel would

have been charged to customers under the provisions of the PSA. The $448.2 million is

an increase over  cur rent  r a te r evenues  from sa les  to ult imate reta il  cus tomers  of

approximately 16.99%. The effective increase to customer rates of the $278.2 million is

approximately 10.559

APS' requested $278.2 million base rate increase includes $79.3 million for an attrition

adjustment. APS proposes to collect up to $53 million of its proposed attrition amount

through a new "hook up" fee that would be applicable to APS customers at new service

locations

Pursuant to the Comlnission's t ime clock rules,  A.A.C.  R14-2-l03(B)(l1),  APS has

requested that the rates in its general rate application become effective no later than

October l. 2009

Summary of Staff's Recommendation

21 Q What revenue increase does Staff recommend?

Staff recommends a base rate revenue increase of $255 million on adjusted fair value rate

base. This includes a re-setting of APS' base cost of fuel to 3.7677 cents per kph, based
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1

2

3

on APS' current forecast for 2009. Approximately $140 million of the $255 million total

increase would have been recoverable under the operation of APS' existing Power Supply

Adjustor.

4

5

6

Q. What calculations have you presented in support of that recommendation?

7

8

9

10

11

12

13

On Attachment RCS-2, Schedule A, page 1, I present a calculation of the revenue

deficiency for APS on original cost rate base ("OCRB"). As shown on Schedule A, page

l, column C, on OCRB my calculations show a jurisdictional base rate revenue deficiency

of $255 million. Column D presents a calculation on FVRB similar to the one presented

in APS' filing. Staffs recommended increase of $255 million represents an increase over

current rate revenue from sales to ultimate customers of approximately 9.7%. The

revenue increase over current rate revenue from sales to ultimate customers net of the PSA

revenues is approximately 4.4%.

14

15

16

17

18

19

20

21

22

Similar to Staffs recommendations in a recent remand proceeding, Docket No. W-

02113A-04-0616, concerning Chaparral City Water Company, Staff is also presenting the

Commission with two options for the fair value rate of return for APS. On Schedule A,

page 2, I present Staffs alternative calculations using adjusted fair value rate base

("FVRB"). These calculations show FVRORs ranging from 6.16 percent to 6.58 percent.

On adjusted FVRB under Staffs option l, which uses a fair value rate of return of 6.16

percent, the base rate increase is $255 million. Under option 2 the fair value rate of return

for APS is 6.58 percent, and the jurisdictional base rate increase is approximately $307

million.23

A.
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Attachment RCS-2, Schedule D, shows the development of Staffs recommended fair

value rate of return to be applied to FVRB. The testimony of Staff witness David Parcell

also addresses the determination of the fair value rate of return

The impacts of Staff's recommendations on the recovery mechanism for Demand Side

Management ("DSM") related costs are not yet known and will be addressed by a Staff

witness who will present testimony concerning this item in the rate design filing

Test Year

10 Q» What test year is being used in this case

APS'  f i l ing is based on the his tor ic tes t  year  ended December  31,  2007. Staff s

calculations use the same historic test year

14 Q- Could you please discuss the test year concept?

Yes. In Arizona, a historic test year approach is used. In general, the test year concept is

typically applied in the following manner. Various adjustments are made to the historic

test year amounts to ensure that there is a matching of investment, revenues and expenses

Rate base items, such as plant in service and accumulated depreciation, are based on the

actual level as of the end of the historic test year. Several rate base items that tend to

fluctuate from month to month, such as materials and supplies and prepayments, are based

on a test year average level. Since end of test year net plant in service is used, revenues

are annualized based on end of test year customer levels. Additionally, certain expenses

such as depreciation and payroll costs, are annualized based on end of test year levels

This is to ensure that the going-forward revenue and expense levels are matched with the

investment (net plant-in-service) used to serve those customers
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As time goes forward, changes in the Company's cost structure will occur. For example

rate base will increase as new plant is added to serve new customers, revenue will increase

as customers are added, expenses will fluctuate, etc. It is very important to be consistent

with a test period approach to ensure that there is a consistent matching between

investment, revenues and costs. Any adjustments that reach beyond the end of the historic

test year must be very carefully considered before being adopted

9 Q

Organization of Staff Accounting Schedules

How are Staff's accounting schedules organized?

Staff's accounting schedules are presented in Attachment RCS-2. They are organized into

summary schedules and adjustment schedules. The summary schedules consist of

Schedules A. A-1. B. B.I. C. C.l and D. Attachment RCS-2 also contains rate base

adjustment Schedules B-l through B-5 and net operating income adjustment Schedules C

l through C-19. The revenue requirement for APS was based upon the ACC jurisdictional

adjusted results

17 Q What is shown on Schedule A of Attachment RCS-2?

Attachment RCS-2 presents the Staff Accounting Schedules and revenue requirement

determination. Schedule A presents the overall financial summary, giving effect to all the

adjustments I am recommending in my testimony. This schedule presents the change in

the Company's gross revenue requirement needed for the Company to have the

opportunity to earn Staff' s recommended fair value rate of return on Staff" s proposed Fair

Value rate base. The rate base and operating income amounts are taken from Schedules B

and C, respectively. The weighted average cost of capital of 8.58 percent, as presented in

the refiled testimony of Staff witness Parcell, is provided on Schedule D for convenience

as are the derivation of Staffs two options for the fair value rate of return. Schedule A
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1

2

3

4

page 2 presents Staffs determination of the base rate revenue deficiency on FVRB using

each of Staff' s proposed alternatives for the fair value rate of return. Schedule D presents

the weighted average cost of capital and fair value rate of return recommended in the

refiled testimony of Mr. Purcell.

5

6

7

8

9

10

11

The operating income deficiency shown on line 5 of Schedule A is obtained by subtracting

the operating income available on line 4 (operating income as adjusted) from the required

operating income on line 3. Line 7 represents the gross revenue requirement, which is

obtained by multiplying the income deficiency by the gross revenue conversion factor

("GRCF"). The derivation of the GRCF is shown on Schedule A-l.

Q, What is shown on Schedule A, page 1, lines 8-12?12

13

14

Lines 8-12 of Schedule A show a breakout of the revenue deficiency in terms of the

amounts of base rate increase and the fuel-related increase.

15

16

17

18

Q- What is the basis for the fuel-related increase shown in Schedule A and how will that

be revised and addressed?

19

20

21

Schedule A, page 1, columns A and B reflect the fuel forecast that was used by APS in its

amended filing. The iilel-related increase in APS' filing was based on a forecast made by

APS in March 2008 of 2010 fuel and purchased power cost. APS has indicated that it will

be updating its fuel forecast.

22

23

24

25

Schedule A, page 1, columns C and D reflect a revised forecast of 2009 fuel and

purchased power costs that APS provided to Staff In response to discovery, APS

provided Staff with its most current fuel and purchased power forecast for 2009. That

A.

A.

See, e.g., APS' response to Staff 24.1, Staff 24.2 and Staff 24.3
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1

2

forecast  corresponds with figures used in APS' most recent PSA filings. APS has

indicated that those figures will be updated in a subsequent PSA filing that APS expects to

make near the end of December 2008.3

4

5

6

As noted above, APS has stated that it will provide an updated fuel and purchased power

forecast when it files rebuttal testimony. Staff will review APS' updated forecast as well

as APS' PSA filings for 2009 as the case progresses and may make modifications to its

base cost of fuel recommendations if warranted.

7

8

9

10 Q-

11

How does the GRCF recommended by Staff compare with the GRCF contained in

APS' filing?

12

13

14

15

16

17

18

19

20

21

As shown on Schedule A-l, Staff recommends a GRCF of 1.6525. This compares with

the GRCF of 1.6491 used in APS' filing. The reason for this difference is that APS did

not include a component for uncollectible revenue in its GRCF calculation. In response to

discovery, APS stated that uncollectibles were adjusted through a pro forma adjustment in

lieu of including the uncollectible revenue component in its GRCF calculation. However,

due to the variances that occur with uncollectibles based on the level of revenue, Staff

believes it is appropriate to include the uncollectible revenue component in the GRCF

calculation. Therefore,  as  shown on Schedule A-1,  line 2,  S ta ff  has  included the

uncollectible rate of .al%, which is the uncollectible rate used by the Company in its pro

forma Bad Debt Expense adjustment.

22

23

24

Q- What is shown on Schedule B?

25

26

A.

A. Schedule B presents APS' proposed adjusted test year Original Cost and Fair Value rate

bases and Staff" s proposed adjusted test year Original Cost and Fair Value rate bases. The

beginning rate base amounts presented on Schedule B are tad<en from the Company's
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1

2

3

4

amended filing for the test year,  specifically APS Schedule B-l.  Staffs recommended

adjustments to rate base are summarized on Schedule B.l. Attachment RCS-2 includes a

separate Schedule B.1 for adjustments to original cost rate base and for adjustments to

Reconstruction Cost New Depreciated ("RCND") rate base. Each of these adjustments is

discussed in this testimony.5

6

7

8

9

10

Schedules B-1 through B-5 provides further support and calculations for the rate base

adjustments Staff is recommending.

Q- What is shown on Schedule C?

11

12

13

14

The starting point on Schedule C is APS' adjusted test year net operating income, as

provided on Company Schedule C-1. Staffs recommended adjustments to APS' adjusted

test  year  revenues and expenses are summarized on Schedule C.1. Each of these

adjustments is discussed in my testimony.

15

16

17

Schedules C-1 through C-19 provides fur ther  suppor t  and ca lcula t ions for  the net

operating income adjustments Staff is recommending.

18

19

20

Q. What is shown on Schedule D?

21

22

23

A.

A. Schedule D summarizes the capital structure and cost of capital that was proposed by APS

and the capital structure and cost of capital that is recommended by Staff witness Parcell.

Schedule D also presents the derivation of Staffs recommended fair value rate of return

for use with the Staff" s adjusted fair value rate base.
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1

2

E.

Q-

Staffs Fair Value Rate of Return Presentation

What information on the Fair Value Rate of Return ("FVROR") is Staff presenting

to the Commission in this proceeding?3

4

5

6

7

8

9

10

11

Similar  to Staffs  recommendations in a  recent  remand proceeding,  Docket  No.  W-

02113A-04-0616, concerning Chaparral City Water Company, Staff is presenting the

Commission with two alternatives for the FVROR to be applied to APS' adjusted fair

value rate base. As shown in Schedule D, Staff alternative l applies a zero cost rate to the

FV increment and produces a fair value rate of return of 6.16 percent. Under alternative 2,

a return of 1.50 percent is applied to the FV increment and produces a fair value rate of

return of 6.58 percent. The 1.50 percent is developed by Staff witness David Parcell and

represents a point within a range from zero to a "real" risk-free rate of return i.e. a risk-

tree rate of return less inflation. The testimony of Staff Witness David Purcell addresses

these alternative methods of deriving a FVROR.

12

13

14

15

16

F. Fair Value Rate of Return on Fair Value Rate Base

How was the fair value rate base determined?Q-

17

18

19

20

21

22

23

24

25

26

A.

A. As shown on Attachment RCS-2, Schedule B, the fair value rate base was determined by

averaging Original Cost  and RCND rate base information. For  purposes  of  this

presentation, I have used the Company's RCND information as the starting point for the

fair value rate base. As explained below, in conjunction with Staff rate base adjustment

B-2, APS did not trend the rate base component, Accumulated Deferred Income Taxes

("ADvT"), to an RCND level. Because that component is related to Plant in Service and

Accumulated Depreciation, both of which are trended for RCND purposes,  it  is also

necessary to trend the Plant and Accumulated Depreciation-related portion of ADIT. In

deriving the appropriate RCND trended amount for ADIT, APS discovered other errors in

its  RCND presenta t ion tha t  a ffected the RCND amounts  for  P lant  in Service and
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1

2

Accumulated Depreciation. Staff Adjustment B-2, discussed below, in addition to

reflecting proper trending of the ADIT balance, also reflects corrections of those items.

3

4 Q- How did APS determine the fair value rate of return to apply to fair value rate base

5 in its filing?

6

7

8

9

10

11

In APS' own filing, as shown on Schedule A-1, the Company adjusted its proposed

weighted cost of capital, consistent with long-standing Commission practice, such that the

revenue requirement produced by both the original cost rate base and the fair value rate

base were exactly the same. On Schedule A-1 of its amended tiling, APS shows the exact

same revenue deficiency of $448.2 million on the Company's proposed Original Cost and

on its proposed Fair Value rate base.

12

13 Q. Has the Commission's traditional calculation of fair value rate of return on fair value

14 rate base been called into question by a recent Court of Appeals' decision?

15 Yes. The Commission's traditional method for calculating fair value rate of return on fair

16

17

value rate base has been called into question by a recent Arizona Court of Appeals'

decision involving Chaparral City Water Company.

18

19 Q-

20

Has a remand proceeding been established by the Commission to address the

calculation of the fair value rate of return on fair value rate base, i.e., to address the

21 ruling in the Court of Appeals' decision?

22

23

A.

A.

A. Yes. The Commission addressed such issues in a Chaparral City remand proceeding and

as a result, issued Decision No. 70441, dated July 28, 2008.
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1 Q How has Staff addressed these issues for purposes of the current APS rate case

Staff has appropriately adjusted the weighted cost of capital to derive a fair value rate of

return to apply to the utility's fair value rate base. David Parnell's Direct Testimony in the

instant rate case describes Staffs derivation of the fair value rate of return on fair value

rate base in view of the Court of Appeals' decision concerning Chaparral

Schedule D of Attachment RCS-2 shows the derivation of the fair value rate of return for

application to the FVRB under Staff FVROR alternatives 1 and 2. These two FVROR

alternatives are similar to Staffs recommendations in the recent TEP. Southwest Gas and

UNS Electric rate cases. On Schedule A, page 2 of Attachment RCS-2, I have applied

Staffs adjustment to the weighted cost of capital as described by Mr. Parcell in his Direct

Testimony

14

15

111.

Q

RATE BASE

Have you prepared a schedule that summarizes Staffs proposed adjustments to rate

20

base?

Yes. As noted above, the adjusted rate base is shown on Schedule B and the adjustments

to APS' proposed rate base are shown on Schedule B.1. Attachment RCS-2 contains a

separate Schedule B.l for adjustments to original cost rate base and to RCND rate base. A

comparison of the Company's proposed rate base and Staffs recommended rate base on

an Original Cost and Fair Value basis are presented below



Summa of Staff Adjustments to Rate Base Original Cost Fair Value
Adi. Increase Increase
No. Description (Decrease) (Decrease
B-1 Post-Test Year Plant Additions $ (45,207* (45,20T$
B-2 Correction to RCND Amounts $ (269,761`$
B-3 AccumulatedDeferredIncome Taxes - Account 190 s (2,132l (2,132\$
B-4 Cash Working Capital for Operating Expenses - Lead Lag Studv $ (1,590) s (1,590\
B-5 Yucca Plant Units5 & 6 $ (8,075) $ (8,075\

$ $
Total of Staff Adjustments $ (57,003) $ (326,764'
APS Proposed Rate Base $ 5,359,964 s 7,713,316
Staff Proposed Rate Base s 5,302,961 S 7,386,552
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8

9

Construction Work in Progress and Post-Test Year Plant

How is inclusion of Construction Work in Progress ("CWIP") and post-test year

plant in rate base an issue in the current APS rate case

Q

As described below in more detail, APS has proposed to include several hundred million

dollars in rate base for post-test year plant. Some of this amount relates to amounts that

were included in CWIP as of December 31, 2007, the end of the test year, which APS has

since placed into service, or projects that would be placed into service, at various points in

time before new base rates resulting from this proceeding are anticipated to become

effective

18 Q Is the inclusion of CWIP in rate base an exceptional ratemaking treatment and up to

the discretion of the Commission?

Yes, it is. Staffs understanding is, in specific instances, the Commission has allowed a

utility to include CWIP, or alternatively post-test year plant additions, in rate base, but the

Commission's general practice has been to not allow CWIP to be included in rate base

That said, the inclusion of CWIP in rate base is an exceptional ratemaking treatment
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1 Q Please elaborate on how including CWIP in rate base is an exceptional ratemaking

treatment

CWIP, as the title designates,  is not plant that is completed and providing service to

ratepayers during the test year. During the test year, it is not used or useful in providing

electric service to a utility's customers. The raternaking process is predicated on an

examination of the operations of a utility to insure that the assets upon which ratepayers

are required to provide the utility with a rate of return are prudently incurred and are both

used and useful in providing services on a current basis. Facilities in the process of being

built are not used or useful. The ratemaking process therefore excludes CWIP from rate

base until such prob ects are completed and providing service to ratepayers in the context of

a test year that is being used for determining the utility's revenue requirement. In the

current APS rate case, the test year is the twelve months ending December 31, 2007, and

the construction projects the Company seeks to include in rate base were not providing

service during that period. The Company claims that the construction projects it  is

requesting for inclusion in rate base will be in service by the time rates in this proceeding

take effect. As discussed in direct testimony in this proceeding, Staff witness Ernest

Johnson, Director of the Utilities Division, states that APS may merit an exception to the

Commission's standard ratemaking treatment of excluding CWIP from rate base. Based

on that determination, Shave reflected December 31, 2007 CWIP that has been placed into

service by December 31, 2008, one full year after the test year, as post-test year plant in

rate base

23 Q- What post-test year plant additions is APS requesting

In its  t iling,  APS made four  pro forma adjustments rela ted to post-test  year  plant

additions. These include: (1) the Palo Verde Unit 3 Steam Generator,  (2) the Cholla

Generating Station Environmental projects, (3) the Yucca Generating Station Units 5 and
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1

2

3

4

6, and (4) a pro Ronna adjustment to include a number of miscellaneous prob ects that were

included in APS' CWIP balance as of December 3 l , 2007, that APS estimated would be in

service by October 1, 2009, the date for new rates assumed in APS' filing. The following

section provides a brief description of the Palo Verde, Cholla, Yucca and miscellaneous

construction projects that APS has requested be included in rate base as post test year

plant in service.

5

6

7

8

9

1 0

Palo Verde Unit 3 Steam Generator

11

12

13

14

15

16

17

18

19

20

21

22

This post-test year adjustment relates to APS' replacement of the Unit 3 steam generators

and rela ted equipment due to heat  and corrosion damage as discussed in the Direct

Testimony of Company witness Daniel A. Kearns. The plant related to this project was

placed into service on January 19, 2008, or approximately three weeks after the end of the

2007 test year. This project was similar  to the replacement projects involving Palo

Verde's Units 1 and 2 steam generators, which occurred in 2005 and 2003, respectively.

APS received Commission approval to recover the costs associated with the replacement

of the Unit 1 and 2 steam generators in Decision Nos. 67744 (April 7, 2005) and 69663

(June 27, 2007). In this proceeding, APS made an adjustment to increase rate base by

$93860 million on a total Company basis and $92199 million on an ACC jurisdictional

basis to treat the Palo Verde Unit 3 steam generator replacement as plant in service. In

addition, APS made pro forma adjustments to Depreciation and Property Tax Expense in

the amounts of $1.222 million and $485,000, respectively, on a total Company basis and

$1.2 million and $476,000 on an ACC jurisdictional basis.

23

24 Cholla Generating Station Environmental Projects

25

26

This post-test  year  adjustment relates to three environmental projects at  the Cholla

Generating Station that were placed into service in May 2008, or approximately five
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1

2

3

4

months alter the end of the test year. Specifically, the projects involved: (1) a Lime

Slaking Upgrade, which is a process where dry lime is crushed and mixed with water to

make the reagent for use in the scrubbers, (2) Slurry Disposal, which was needed to

remove lime and SO; solids from the scrubbers, and (3) Unit 2 Low NOt Burner, which

involved replacing existing coal burners in the boiler with burners designed to reduce the

amount of nitrous oxides (NOx) that is produced when coal is burned. APS made an

adjustment to increase rate base by $15.889 million on a total Company basis and $15.608

million on an ACC jurisdictional basis to treat these three Cholla environmental projects

as plant in service. In addition, APS made pro forma adjustments to Depreciation and

Property Tax Expense in the amounts of $341,000 and $91,000, respectively, on a total

Company basis and $335,000 and $89,000 on an ACC jurisdictional basis.

5

6

7

8

9

10

11

12

13

14

15

16

17

Yucca Units5 and 6

18

19

20

21

22

23

This post-test year adjustment relates to the Company's construction of two combustion

units at the Yucca Generating Station in order to increase its generating capacity within

APS' Yuma load pocket. Per the Company's response to RUCO 1.18, Units 5 and 6 were

placed into service on June 2, 2008 and June 23, 2008, respectively, or approximately five

and six months alter the end of the test year. APS made an adjustment to increase rate

base by $77,123 million on a total Company basis and $75.758 million on an ACC

jurisdictional basis to treat these units as plant in service. In addition, APS made pro

forma adjustments to O&M, Depreciation and Property Tax Expense in the amounts of

$206,000, $2.383 million and $431,000, respectively, on a total Company basis and

$202,000, $2.341 million and $423,000 on an ACC jurisdictional basis.
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1 Miscellaneous Plant in Service (based on CWIP at December 31, 2007)

2

3

4

APS has also proposed including in rate base miscellaneous plant additions totaling

approximately $251.3 million that were on APS' balance sheet at the end of the test year

as CWIP at December 31, 2007. The $251 .3 million reflects actual expenditures that APS

had recorded as CWIP through December 31, 2007, and reflects projects that APS expects

will be in service by the "effective date of new rates." APS' response to AECC 3.1

explains that the date for new rates expected by APS was October l, 2009.

Q- What is Staff's position on the inclusion of post test year plant in rate base for APS?

This is addressed in the direct testimony of Staff witness Ernest Johnson. My testimony

describes the specific adjustments that Staff has reflected, based upon the guidance

provided in Mr. Johnson's testimony.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

Q- Have you made any adjustments to APS' proposed rate base amounts for any of

19

20

these items?

Yes. Based on the policy guidance articulated in Mr. Johnson's testimony, I have made

adjustments to APS' proposed amounts for post-test year Plant in Service in Staff rate

base Adjustments B-1 and B-5. Shave also made related adjustments for Depreciation and

Property Tax Expense as it relates to those adjustments to post-test year Plant.

21

22

Post-Test Year Plant Additions for Miscellaneous End-of-Test Year CWIP

Please explain Staff's adjustment to APS' post-test year plant additions.

23

24

25

26

A.

A.

A. The Company made a pro Ronna adjustment to increase its rate base by including plant

additions totaling approximately $251.3 million on a total Company basis that were on

APS' balance sheet at the end of the test year as CWIP at December 31, 2007, and which

APS expected would be placed into service by October l, 2009. At the end of the test
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year, these projects had not been completed and were not recorded as Plant in Service

APS contends that these construction projects will close to Plant in Service by October l

2009, i.e. by the time when APS expects the new rates in this proceeding to take effect

APS claims that this justifies their inclusion in rate base in this proceeding

6 Q Did APS include CWIP amounts beyond December 31, 2007 in its adjustment?

No. The amounts that APS included in rate base as plant in service under its proposed

adjustment  a re based on the amount  recorded as  CWIP as  of December  31,  2007

Additional construction expenditures beyond the end of the test year are not included in

APS' proposed adjustment

12 Q Have some of the projects that were in CWIP at December 31, 2007 since been

placed into service

Yes. Many of the proposed post-test  year  plant additions that were in CWIP as of

December 31, 2007 have been placed into service and closed to Plant in Service. For

example, APS' response to Staff 17.3 identified the plant that was placed into service by

October 23. 2008

19 Q What policy guidance did Staff witness Johnson provide to you concerning the

amount of post-test year plant additions that Staff proposes be included in rate base?

As described in his direct testimony, Mr. Johnson has recommended that the portion of

APS' December 31, 2007 CWIP projects that are projected to be placed into service by

December 31, 2008 be included in rate base as post-test-year plant
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1 Q-

2

What rate base adjustment have you made to APS' proposed miscellaneous post-test

year plant additions based on that guidance?

3

4

Staff Adjustment B-1 reflects the impact of this recommendation. The CWIP prob ects that

are not projected to be in service as of December 31, 2008 have not been included in rate

base as plant in service by Staff As shown on Schedule B-1, this adjustment reduces

APS' proposed jurisdictional rate base by $45.2 million.

Q- Is Staff rate base Adjustment B-1 related to an income statement adjustment?

5

6

7

8

9

10

11

12

13

Yes. This Staff rate base adjustment is related to Staff's adjustment C-8, which reduces

APS' proposed pro forma adjustment to Depreciation and Property Tax Expense as it

relates to the post-test year plant additions removed from APS' proposed rate base as

shown on Schedule B-1 .

B-2 Corrections to Trended RCND Amounts

How is Fair Value Rate Base generally determined in Arizona?

14

15

16

17

Q-

18

19

20

21

Generally, the Fair Value Rate Base is determined based on an average of a utility's

original cost rate base ("OCRB") and its Reconstruction Cost New Depreciated ("RCND")

rate base. In the current APS rate case, FVRB is also determined using an average of

OCRB and RCND rate base.

Q- What components of its OCRB did APS adjust, based on a trending analysis, to

RCND values?22

23

24

In its filing, APS only adjusted the Plant and Accumulated Depreciation components of

r a te base to RCND va lues . APS did not  adjus t  the plant -r ela ted component  of

Accumulated Deferred Income Taxes to an RCND value.25

A.

A.

A.

A.
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1 Q- What are Accumulated Deferred Income Taxes ("ADIT") and how do they arise?

2

3

4

5

6

ADIT arises because the financial reporting rules and tax rules differ on when many items

of income and when many items of expense must be recognized. The financial reporting

rules are specified in generally accepted accounting principles ("GAAP") and generally

attempt to reflect economics. The tax rules reflect myriad policy determinations, special

interest provisions, attempts to promote activities, attempts to discourage other activities,

7 etc . Financial reporting and tax accounting treatment of an item can differ sometimes

8

9

dramatically. ADIT represents the cumulative consequences of the differences between

tax and book accounting.

10

11 Q- What is the main source of ADIT for utilities?

12

13

14

15

16

17

18

19

20

21

22

The main source of ADIT for utilities is depreciation. Financial reporting reflects the

economic decline of an asset over its useful life. By contrast, the tax law reflects a

conscious policy by Congress to promote the acquisition of certain types of assets.

Congress implemented this policy by enacting accelerated depreciation, which allows the

claiming of tax depreciation deductions using a pattern that is a good deal more rapid than

the economic consumption of the asset. The accelerated deductions lower income taxes

due and thereby produce a cash benefit to the company mddng the investment.

Depreciation, both book and tax, is generally limited to the cost of an asset. Accelerated

tax depreciation essentially allows tax deductions that would have been claimed at a later

point in time to an earlier point in time. It generally does not alter the total quantity of

deductions. The primary purpose is to encourage investment by providing an income tax

23 savings to the taxpayer.

A.

A.

I
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1 Q- What is the nature of accelerated tax depreciation?

2

3

4

5

6

7

8

9

By accelerating deductions, Congress extended an interest-free loan from the Federal

government to taxpayers who acquire business assets. This capital investment subsidy

could have taken the form of a straight governmental loan program. Instead, Congress

chose to use the tax system to extend and receive repayment of the loan. This is where

ADIT comes in. ADIT represents the obligation on the part of the Company to repay the

loan that was extended by the government. Conceptually, ADIT is iiunded by ratepayers

through the payment of a utility's Deferred Income Tax Expense, which is included as an

operating expense in establishing a utility's revenue requirement and base rates.

10

11 Q- Is ADIT unique to utilities?

12

13

14

15

No. Under GAAP, all companies reflect ADIT. This is because governmental loans are

made to all types of enterprises and, in each case,the economics are the same. In the case

of utilities,  however,  the ADIT is funded by ratepayers via the inclusion of Deferred

Income Tax Expense in the setting of a utility's rates based on cost of service principles.

16

17 Q- What are the typical accounting entries for ADIT relating to accelerated tax

18 depreciation?

19

20

21

22

23

For accelerated tax depreciation, the tax deduction typically exceeds the book depreciation

expense, especially in the early years after the asset is placed into service. For illustrative

purposes, if tax depreciation in a particular year exceeded book depreciation by $100

million, and the tax rate was 40%, a utility would make the following accounting entries to

record the impact on ADIT :

24

Account

410. 1

282.0

Description
Provision for Deferred Income Tax Expense

Accumulated Deferred Income Taxes

Debit

$40,000,000

Credit

25

A.

A.

A.

$40,000,000
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1

2

3

Accounting for ADIT can be a complicated area. The above simplified illustration is not

intended to explain the complexities, but rather to merely provide some basic content from

an accounting perspective to help conceptualize the rate making treatment.

4

5 Q- How is ADIT treated in ratemaking?

6

7

8

9

10

11

Beca use ADIT  r epr esent s  a  no-cos t  element  of  t he f ina ncing of  t he a sset  being

depreciated, ADIT associated with the assets included in rate base is reflected in Arizona

ratemaking as a reduction in rate base (the predominant practice). (In some regulatory

jurisdictions, the ADIT is reflected as a zero cost component of the capital structure.) In

either  case,  ADIT associa ted with assets  included in ra te base reduces the return

component of the cost of service.

12

13 Q- Please explain Staff's adjustment for the ADIT amount in the RCND rate base.

14

15

16

17

18

19

20

21

22

A.

A. When reviewing APS' RCND rate base, it was discovered that APS used the same ADIT

amounts in OCRB and RCND rate base. Because of the way in which APS calculated the

required net operating income on FVRB, using the so-called "backing-in" approach, this

did not have any impact on APS' proposed revenue requirement on fair value rate base.

However,  it  does have an impact on Staffs proposed revenue requirement on FVRB,

which applies a FVROR to FVRB, as described in my testimony and the direct testimony

of Staff witness David Parcell. The portion of APS' ADIT balance that relates to Plant

and Accumulated Depreciation should be trended in order to derive the corresponding

RCND value. This adjustment is necessary in order to properly derive FVRB.
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Q- Did APS provide a calculation of an RCND amount of ADIT that reflects the impact

of APS' RCND amounts for Plant and Accumulated Depreciation?

1

2

3

4

5

6

7

8

9

10

11

Not initially. In response to data request Staff 6.155,  which referred to Company

Schedule B-1, pages 1 and 2, APS stated that: "Reconstruction Cost is generally only

applicable to depreciable property (see ACC regulation ACC R14-2-l03(A)(3)(n). Items

with the same values on page l and 2 of Schedule B-1 are not depreciable property thus no

RCND calculation was prepared." However, data request Staff 6.l54(b) asked APS if the

ADIT amount shown on Schedule B-1, line 4 related to Plant that has been trended, and

the Company's response was: "Yes, a portion of ADIT does relate to assets trended."

Staff asked APS further data requests about this, including Staff 13.3 and 20.2. APS'

response to Staff 20.2 stated as follows:12

13

14

15

16

17

As discussed previously, the Company does not maintain accumulated deferred
income taxes by vintage. The Company believes trending plant-related ADIT
using the relationship between OCLD and RCND is the best alternative in the
absence of vintage ADIT.

APS' response to Staff 20.2 included attachment APS13820 for a schedule which trended

the plant-related ADIT.

18

19

20

21

22

23

24

Q~ Have other Arizona utilities recognized that the plant-related portion of ADIT must

be trended in order to accurately derive RCND and fair value rate base?

Yes. Examples of other Arizona utilities that have recognized the need to trend the plant-

related portion of ADIT include:

25
26
27
28
29
30

A.

A.

Utility
UNS Gas, Inc.
UNS Electric, Inc.
TEP, Inc.
Southwest Gas Co.

Docket No.
G-04204A-06-0463
E-04204A-06-0783
E-01933A-07-0_02
G-01551A-07-0504
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1 Q-

2

Have you calculated an RCND amount for ADIT that reflects trending to recognize

the impact of APS' RCND amounts for Plant and Accumulated Depreciation?

3

4

5

6

7

8

9

10

11

12

13

14

Yes. Because APS had originally not provided the requested RCND calculation for

ADIT, I had prepared a calculation of an RCND amount of ADIT that reflects the impact

of APS' RCND amounts for  Plant and Accumulated Depreciation.  Because APS did

eventually provide a similar calculation in its response to Staff 20.2, I have used the

information provided in that response for Staff Adjustment B-2. It is necessary to derive

an accurate RCND and fair value rate base amount for ADIT. Schedule B-2 shows the

APS  a s - f i led,  a nd cor r ec t ed t r ended a mount  for  ADIT ,  in tot a l  a nd on a n ACC

jurisdictional basis. As shown on Schedule B-2, this Staff adjustment increases the amount

of ADIT related to APS' RCND rate base for ADIT by $1.199 billion on a total company

basis and by $1 .012 billion on an ACC jurisdictional basis. Because the ADIT balance is

an offset to rate base, this adjustment decreases APS' filed RCND rate base by $1.012

billion.

15

16

17

18

Q- Did APS' response to Staff 20.2 identify additional corrections to APS' as-filed

RCND amounts?

Yes. APS' response to Staff 20.2 also stated that:

While going through the ADIT trending process, it was discovered that removal
costs were inflated in determining RCND. Since removal costs are already stated
in today's value, the originally filed RCND was understated.

19

20
21
22
23
24
25
26
27

See a t tached as  Apsl38l9 the RCND schedule tha t  cor rects  the infla t ion of
removal costs.  Also see attached as APSl3820 the schedule that trends plant-
related ADIT.

28

29

A.

A.

On Schedule B-2, I have reflected this additional correction to the RCND amounts for

Plant and Accumulated Depreciation that were presented in APS' amended filing.



Direct Testimony of Ralph C. Smith
Docket No. E-01345A-08-0172
Page 31

1 Q- Please summarize Staff's adjustment to the RCND rate base amounts.

2

3

4

As shown on Schedule B-2, and summarized below, Staffs adjustment to correct the

RCND amounts in APS' filing reduces APS' proposed RCND rate base, on an ACC

jurisdictional basis, by approximately $539.5 million

5

6
Staff Adjustment B-2

RCND Correction Adjustments
(Thousands of Dollars)7

8

9

10

Staff
ACC Jurisdictional Amounts
Plant in Service
Accumulated Depreciation
Net Plant
Accumulated Deferred Income Taxes
Net RCND Rate Base Impact

Adjustment
$ 47,546
$ 425,030
$ 472,576
$ (1,012,097)
$ (539,521)

11

12

13 B-3

14 Q-

Miscellaneous Accumulated Deferred Income Taxes, Account 190

What is the general rule or principle that governs whether an item of ADIT is

included or excluded from a utility's rate base?15

16

17

ADIT for a particular item is generally included in rate base as an offset to the related item

generating the deferred taxes included in rate base, and is excluded if the related item is

excluded from rate base. APS' response to RUCO 1.5 acknowledges this general

principle.

18

19

20

21 Q-

2 2

2 3

As part of Staff's analysis of APS' proposed rate base inclusion of ADIT, how did

you attempt to match each ADIT component that APS reflected in rate base with the

corresponding asset or liability that was reflected in rate base?

2 4

2 5

2 6

A.

A.

A. My analysis included a review of APS' detail of ADIT components that the Company

proposed to reflect in the derivation of rate base. With the exceptions noted below, I was

able to match each ADIT component to a corresponding asset or liability in rate base.
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1 Q-

2

What do you propose for the ADIT component that you were unable to match with a

corresponding asset or liability that was reflected in rate base?

3

4

The ADIT component that could not be matched with a corresponding asset or liability

should be removed from rate base.

5

6

7

8

9

10

11

Q- Please explain the adjustment to Miscellaneous Accumulated Deferred Income Taxes

that was recorded by APS in Account 190.

12

13

14

This adjustment is shown on Schedule B-3. It decreases ACC jurisdictional rate base by

$647,000 for the impact of removing ADIT related to stock based compensations. APS'

response to Staff 21 .2 stated that this amount was recorded on the books of Pinnacle West

and should be removed. Another reason for removing the ADIT related to stock based

compensation is that Staff is recommending that APS' stock-based compensation expense

be disallowed. Stock-based compensation was disallowed in Decision No. 69663 in APS'

last rate case. It has also been disallowed in other recent Arizona utilities' rate cases, as

described in a later section of my testimony.15

16

17

18

19

20

Q- Did you make any other adjustments to Miscellaneous Accumulated Deferred

Income Taxes that were recorded in Account 190?

21

22

23

Yes. In its supplemental response to Staff 21.2, the Company stated that the amount of

ADIT for pension liability recorded in Account 190 included $1.581 million that was

related to APS' current pension liabilities, which were excluded from rate base, and that

this corresponding ADIT amount should also be excluded from rate base. Accordingly, I

have removed the ACC jurisdictional amount of $1.485 million from Account 190 as

shown on Schedule B-3 .24

A.

A.

A.

3 Also see Staff Adjustment C-4 that removes the expense for stock-based compensation.
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1 Q- After malting Staffs adjustments, what amount of debit-balance ADIT in Account

190 remains as an addition to rate base?2

3

4

As shown on Schedule B-3, APS' proposed amount for ACC jurisdictional debit-balance

ADIT in Account 190 of $466 million is reduced by $2.132 million, such that $463.9

million remains as an addition to ACC jurisdictional rate base.5

6

7

8

9

10

11

Working Capital

Have you reviewed the Company's request for a working capital allowance?

12

13

14 (2)

15

16

17

18

19

20

(3)

(4)

21

22

Yes. The Company's working capital request consists of six separate subcomponents.

The subcomponents are:

(1) a negative Cash Working Capital balance of $103.40 million based on a lead/lag

study on a total company basis and $90.18 million on an ACC Jurisdictional basis

per the Company's response to Staff 17.10,

a year-end Materials and Supplies balance of $149.76 million on a total company

basis and $128.94 million on an ACC Jurisdictional basis per  the Company's

response to Staff 17.10,

a year-end Fuel (Coal and Oil) balance of $27.79 million on a total company basis

and $27.1 million on an ACC Jurisdictional basis per the Company's response to

Staff 17.10,

a year-end Fuel (Nuclear) balance of $69.27 million on a total company basis and

$67.58 million on an ACC Jurisdictional basis per the Company's response to Staff

17.10,

23 (5)
24

a year-end Prepayments balance of $15.41 million on a total company basis and

$14.59 on an ACC jurisdictional basis per the Company's response to Staff 17.10,

and25

A.

A.
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(6) a year-end Special Deposits & Working Funds balance of $226,000 on a total

company basis and $221,000 on an ACC jurisdictional basis per the Company's

response to Staff 17.10

As shown on Company Schedule B-5,  APS' rate base reflects a  request for  working

capital of positive $l59.052 million on a total company basis and $148268 million on an

ACC Jurisdictional basis was calculated by summing the amounts referenced above that

were provided in APS' response to Staff 17.10. I will address the Company's cash

working capital request, along with the lead/lag study APS provided as support for that

request

12

13

B-4.1 Cash Working Capital

What is cash working capital?Q

Cash working capita l is  the cash needed by the Company to cover  it s  day-to-day

operations. If the Company's cash expenditures, on an aggregate basis, precede the cash

recovery of expenses, investors must provide cash working capital. In that situation a

positive cash working capital requirement exists. On the other  hand,  if revenues are

typically received prior  to when expenditures are made, on average,  then ratepayers

provide the cash working capital to the utility, and the negative cash working capital

allowance is reflected as a reduction to rate base. In this case, the cash working capital

requirement is a reduction to rate base as ratepayers are essentially supplying these funds

23 Q Does APS have a positive or negative cash working capital requirement?

APS has a negative cash working capital requirement. In other words, ratepayers are

essentially supplying the funds used for the day-to-day operations of the Company. On
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average, revenues from ratepayers are received prior to the time when the utility pays the

associated expenditures

4 Q- Did APS present a lead/lag study in support of its cash working capital requirement?

Yes, APS performed a lead/lag study to calculate the cash working capital requirement in

this case. The Company provided its lead/lag study calculations with its work papers in

this case

9 Q Has APS made any revisions to the cash working capital calculation included in its

filing

Yes. In its response to Staff 13.1, which addressed APS' net lag days associated Mth

interest expense, the Company stated that in reviewing the detail supporting interest

expense when preparing its response to the referenced data request, it noted that the

interest lag calculation was not prepared in accordance with Staff' s methodology from the

previous rate case. Therefore, APS recalculated interest expense using its adjusted total

Company original cost rate base of $6.236 million as shown on Schedule B-l and

multiplied it by its proposed weighted cost of debt of 2.67%, thus reducing its as-tiled

interest expense by approximately $8.7 million. In addition, APS revised its interest

expense lag calculation, and the resulting impact of these revisions reduced APS' as-filed

cash working capital by approximately $4.078 million on a total Company basis and

$3.512 million on an ACC jurisdictional basis

23 Q Are you recommending any revisions to APS' cash working capital request?

Yes. I have reflected the impact of Staff's adjustments to operating expenses and impacts

on revenue-based taxes. I have also synchronized the calculation of cash working capital

with Staff" s recommended revenue increase
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1 Q. What is the result of your cash working capital calculation?

2

3

As shown on Schedule B-4, APS' filed cash working capital request should be decreased

by approximately $1 .8 million in total and $1.6 million on an ACC jurisdictional basis.

4

5

6

7

8

9

10

11

12

Yucca Plant Units 5 and 6

Please explain Staff's adjustment to APS' Yucca Plant Units 5 and 6.

13

As discussed in a previous section of my testimony, the Company has made a pro forma

adjustment to increase rate base by $77. 123 million on a total Company basis and $75.758

million on an ACC jurisdictional basis for the costs associated with the Company's

construction of two combustion units at the Yucca Generating Station (Units 5 and 6) in

order to increase its generating capacity within APS' Yuma load pocket. Per APS'

response to RUCO 1.18, Units 5 and 6 were placed into service on June 2, 2008 and June

23, 2008, respectively, at a combined cost of approximately $68304 million, or

approximately $8.819 million less than what the Company has requested be included in

rate base for these projects.

14

15

16

17

18

19

20

Q. Has the Company provided an updated amount related to the construction costs

associated with Yucca Units 5 and 6?

21

22

23

24

25

A.

A.

A. Yes. The Company provided an updated amount related to construction costs associated

with Yucca Units 5 and 6. Per APS' response to Staff 17.4, actual construction costs

incurred for the Yucca Plant totaled $75.l94 million as of September 30, 2008, or $1.929

million less than the amount the Company is requesting be included in rate base in this

proceeding. In addition, the Company stated in response to Staff 23.6 that legal expenses

totaling approximately $32,000 were related to the Yucca Power Plant expansion and

should be removed from test year expenses and included as part of APS' Yucca Plant pro
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1

2

3

4

forma rate base adjustments. Shave reflected this change and, as shown on Schedule B-5,

I have reduced APS' proposed adjustment related to Yucca Units 5 and 6 in order to

reflect the actual construction costs incurred as of September 30, 2008. This adjustment

reduces APS' rate base by $1 .897 million on a total Company basis and by $8.075 million

on an ACC jurisdictional basis.5

6

7

8

Q, Why is there such a large difference between the total Company amount of your rate

base adjustment versus the ACC jurisdictional amount for Yucca Units 5 and 6?

9

10

11

12

13

14

15

APS' response to data request Staff 25.4 provided the Company's actual ACC

jurisdictional costs for the Yucca Plant Units 5 and 6 construction project as of September

30, 2008. The ACC jurisdictional amounts on that response were significantly less than

the amount in APS' amended filing. In APS' amended filing, Schedule B-2 indicated an

ACC jurisdictional pro forma rate base adjustment of $75.758 million. In contrast, APS'

response to data request Staff 25.4 indicates an ACC jurisdictional amount of $67.653

million as of September 30, 2008, or a difference of $8.105 million. This difference

appears to be the result of approximately 8.4% of APS' total Company Yucca Plant costs

at September 30, 2008 of $75.l94 million, or $6.322 million, being related to

Transmission, which is not allocated to the ACC jurisdiction.

16

17

18

19

20 Q- What is the ACC jurisdictional amount of Staffs adjustment for the Yucca Plant?

21

22

23

As shown on Schedule B-5, after including the ACC jurisdictional amount of the Yucca

Plant related legal expenses referenced above, my ACC jurisdictional adjustment

decreases the plant in service amount for Yucca Units 5 and 6 by $8.075 million.

A.

A.

4 Also see Staff Schedule C-18.
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1 Q Is this Staff rate base adjustment related to an income statement adjustment?

Yes. This Staff rate base adjustment is related to Staffs adjustment C-9, which reduces

APS' proposed pro forma adjustment to Depreciation and Property Tax Expense as it

relates to Staffs adjustment to Yucca Units 5 and 6 in APS' rate base as shown on

Schedule B-5

Iv.

Q

ADJUSTMENTS TO OPERATING INCOME

Please describe how you have summarized Staff's proposed adjustments to operating

7

8

9 Income

Schedule C summarizes Staffs recommended net operating income. Schedule C.l (ACC)

presents Staffs recommended adjustments to test year revenues and expenses on an

Arizona jurisdictional basis. The impact on state and federal income taxes associated with

each of the recommended adjustments to operating income are also reflected on Schedule

C.l. APS' proposed adjusted test year net operating income is $203 million, whereas

Staffs recommended adjusted net operating income is $301 million. The recommended

adjustments to operating income are discussed below in the same order as they appear on

Schedule C. l

19

20

C-1

Q

Attrition Adjustment

Please explain Staff's adjustment to APS' proposed Attrition Adjustment

Staff Adjustment C-1 removes APS' proposed Attrition Adjustment. The Company's

proposed attrition adjustment relies upon projections, rather than actual costs, and is

fatally flawed because it would essentially negate every adjustment made by Staff and

interveners that was accepted by the Commission. Therefore, APS' proposed attrition

adjustment should be rejected in this case, as the attrition adjustment presented by APS in

its last general rate case was rejected
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1 Q What attrition adjustment has APS proposed in this case

As shown on Attachment DAK-5 to APS witness Keats' testimony, APS has requested

an additional $79,278 million in O&M expense for an adjustment for "attrition" that is not

captured or addressed in APS' proposed non-attr ition pro forma adjustments. In its

amended tiling, on Schedule C-2, page 2, APS has reflected its request for an attrition

adjustment as a $79278 million increase to operations and maintenance expense. The

basis for APS' attrition adjustment is APS' projected results for 2010, imposed as an

additional adjustment on the 2007 test year, over and above all of APS' other pro forma

adjustments

11 Q Has APS explained how its proposed attrition adjustment would interact with other

pro forma adjustments

Yes. As explained by APS witness Keats' direct testimony, on page 17, lines 13-19, the

attrition adjustment proposed by APS would rise commensurately for every dollar of APS

other pro forma adjustments that is not accepted by the Commission

An analysis of these increases shows that APS' projected cost increases far exceed
its expected revenue growth through 2010, resulting in a $79.3 million dollar
revenue deficiency at Test Year levels caused by attrition-a number that assumes
that all the other Company's pro forma adjustments (other than its attrition pro
forms) are adopted and included in rates. (If the Companv's other pro forma
adjustments are not accepted, the attrition number rises commensuratelv.l

(Emphasis supplied.) This feature of APS' proposed attr ition adjustment would also

apparently result in increasing the attn'tion adjustment commensurately for all adjustments

by Staff and other parties that are accepted by the Commission. This feature of APS

proposed attrition adjustment is therefore extremely objectionable, and is a sufficient

reason, in itself, to reject APS' proposed adjustment
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1 Q- Did APS propose an attrition adjustment in the prior rate case?

2

3

Yes. APS proposed an attrition adjustment in the prior rate case, Docket No. E-01345A-

05-0816, in its rebuttal filing.

4

5 Q-

6

In Docket No. E-01345A-05-0816, did the attrition adjustment proposed by APS

contain similar objectionable features to the attrition adjustment that APS is

7 proposing in its current general rate case?

8 Yes. As noted in the surrebuttal testimony of Staff witness James Dittmer at page 4 in that

9 proceeding, APS witness Wheeler in that case addressed the Company's proposed attrition

of a dollar-for-dollar increase in claimed10

11

adjustment which included the same feature

"attrition" for every dollar of Staff, RUCO or other intervenor adjustments:

12

13
14
15
16
17
18
19
20
21

Mr. Wheeler appears to advocate adoption of an "attrition adjustment" that
would be equivalent on a dollar-for-dollar basis to the turn of all Staff, RUCO or
other  intervenor  adjustments  tha t  this  Commission might  adopt  tha t  would
otherwise reduce the Company's requested overall increase of approximately $450
million. Or stated more specifically, Mr. Wheeler is advocating that for each
dollar  of "disa llowance" of the Company's  requested ra te increase tha t  this
Commission might adopt that it  concurrently authorize a dollar of an attr ition
allowance adjustment that would bring the increase being granted exactly back to
the level that the Company is now requesting.

22

23

24

25

That was unacceptable to Staff in the prior APS rate case. In the current APS rate case,

basing APS' revenue requirement on a projection of 2010 results,  unadjusted for any

disallowances or other adjustments, to achieve a targeted return on equity, is similarly

26

A.

A.

unacceptable.
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1 Q Was the attrition adjustment that APS proposed in Docket No. E-01345A-05-0816

adopted by the Commission?

No. Decision No. 69663 rejected APS' proposed attrition adjustment, stating as follows at

pages 65-68

APS defined attrition as "the tendency of the utilities rate of return to diminish
over time because of operating costs that increase faster than revenue, capital costs
growing faster than earnings or a combination of both." However, just because the
rate of return may diminish over time, it does not mean that the rates and charges
for service are no longer just and reasonable. According to the Bluefeld court: "A
rate of return may be reasonable at one time and become too high or too low by
changes affecting opportunities for investment, the money market and business
conditions generally." (Blue field, at 693) The Commission uses a return on FVRB
to set rates and charges that are just and reasonable - it is not the rate of return or
the level of revenues received that must be just and reasonable, but the rates and
charges. (Arizona Constitution Article 15, §3) Although it may be difficult to
understand the distinction, the approved rates and charges reflect the underlying
cost-based relationship between the cost of providing service and the revenues
needed to provide that service. As the number of customers increases over time
t o t a l  r evenu es  wi l l  inc r ea s e ,  b u t  whet her  t o t a l expenses  wil l  incr ea se
proportionally,  is unknown and unknowable. This  is  because some "fixed
expenses built into existing rates and charges can be spread over more customers
before the expense level increases. Another unknown variable is that the total
level of expenses may increase or decrease due to factors that are unrelated to the
number of customers. Plant in service and rate base amounts will also change over
time. Furthennore, the fair value base rate of return used to set rates and charges
for service does not equate to the total company's earned returns. The concept of
rate base includes only the reasonable and prudent investments that are necessary
to provide service and may or may not be the same as the total company's plant

Therefore, "attrition" in and of itself, is not especially significant." Because the
utility's rates are set on a jurisdictional basis and it is allowed to earn a return on
FVRB, the moment that rates are established, there will be "attrition" if one applies
the fair value rate of return to Total Company plant in service instead of FVRB.] It
is a normal, expected, and to some degree, necessary, component of the rate setting
process. It serves a "trigger mechanism" for a utility, a way of determining at what
point the existing rates and charges are no longer "just and reasonable." It is at
that point that the utility must make a determination to file a rate application
where that  "relat ionship" between costs and service can be re-established to
provide rates and charges that are just and reasonable. The newly established just
and reasonable rates and charges may result from a rate of return that is higher or
lower than the rate of return used to set rates in the previous rate case. Granting
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1

2

3

4

5

6

APS' request would artificially increase a rate of return that would set just and
reasonable rates and charges, would modify the meaning of fair value rate base,
and would distort the relationship between cost and revenues. This attempt to
account for u measureable and unknown future actions and events would
necessarily create unjust rates and charges immediately in order to possibly
achieve just and reasonable rates at some unknown point in the future.

7

8

9

10

11

Q- What other serious flaws with APS' proposed attrition adjustment were recognized

by the Commission in Decision No. 69663?

12

In Decision No. 69663, the Commission also recognized as a serious flaw in APS'

proposed attrition adjustment that, if adopted, it would render meaningless all of the

Commission's other findings of prudence and reasonableness of APS' operating expense

and plant, and, ultimately, the concept of a fair value rate base:

13

14

15

16

17

18

19

20

21

22

23

24

25

26

A.

Further, to accept APS' position that it should be allowed to revenues over and
above the amount that is necessary under an historical test year approach would
render meaningless our all of our findings of prudence and reasonableness of APS'
operating expenses and plant, and ultimately, the concept of a fair value rate base."'
As discussed by RUCO's witness, regulators "seek to set the allowed return equal
to the cost of equity capital for the same reason they set the return allowed on
utility debt equal to the cost of that type of capital. Utility rates should be cost-
based. That includes the cost of money - equity and debt. Investors understand
that utility returns are allowed and earned on the book value (original cost less
depreciation) of the utility's plant investment. That longstanding regulatory
paradigm has been in existence for many, many years and, through informationally
efficient markets, utility investors are aware of that fact." (RUCO Exhibit No. ll,
Hill Direct, pp 19-20.)
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1 Q-

2

In Decision No. 69663, how did the Commission describe the purpose of using an

historical test year to set just a reasonable rates for a regulated utility?

3 At page 67 of Decision No. 69663 the Commission stated that:

4

5
6
7
8
9

10
11
12
13
14
15

The Commission has used the historical test year cost-of-service analysis for many
years as a way to analyze what rates and charges are just and reasonable when
setting rates for regulated utilities. We use the application of a return on fair value
to establish a level of revenues that is just and reasonable. The end is not to
achieve a certain, prescribed return, but to set just and reasonable rates and
charges. Our duties under the constitution also require us to ascertain the fair
value of the property, and according to Simms, such value is required to be "used
as the base in fixing rates" and the "reasonableness and justness of the rates must
be related to this finding of fair value." Thus, it would not be constitutional for us
to set rates based upon the achievement of certain targeted financial credit metrics
or return on equity.

16

17 Q. Has the Commission allowed adjustments to address attrition in the past?

18

19

20

21

Not since the late 1970s and early 1980s. Based on APS' responses to discovery requests

and Staffs research of prior orders, the Commission had allowed APS exceptional

ratemaking treatment to recognize attrition during the construction of the Palo Verde

Nuclear Generating Station ("Palo Verde").

22

23 Q- Please discussion the decisions from the late 1970s where the Commission allowed

24

25

extraordinary ratemaking treatment for APS in order to address the financial

pressure related to the construction of Palo Verde.

26

27

In Decision No. 48139 (August 15, 1977), for example, the Commission allowed some

CWIP to be included in rate base in order to address attrition. At page 10 of Decision No.

28 48139, the Commission stated:

29

30
31

A.

A.

A.

It has been argued that it is inappropriate to put CWIP in rate base for two reasons.
First, that under the Constitution of the State of Arizona, only plant that is used and
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1
2
3
4
5
6
7
8
9

10
11

useful may am a rate of return. By definition, plant still under construction is not
being used and useful. Secondly, it is argued that it is inappropriate to require
present consumers to pay for plant to be used in the future. It was pointed out that
this is especially true for retirement communities such as Sun City, where some of
the consumers may not be able to enjoy future plant. Specific mention has been
made in relation to the Palo Verde Nuclear Plant whose three units are to go on
line in 1982, 1984 and 1986.

We find a great deal of merit in the above arguments. We will therefore reject the
placement of any CWIP for plant that will go on line so far in the future as to
constitute a present burden for the benefit of future consumers.

12

13

14

15

In Decision No. 48139 the Commission determined that a "present customer," in the

context of that Palo Verde recorded rate case, was one that would receive service for two

years beyond the test year for purposes of its evaluation of CWIP in that case. At pages

11-12 of Decision No. 48139 the Commission stated that:16

In like manner, if we limit our determination of CWIP to CW[P that will go on line
within the next two years we can consider it, for the approximation period, to be
used and useful for present customers. In the same way, present customers are
paying for present plant if the CWIP placed in rate base is limited to what will go
on line within two years.

17

18
19
20
21
22
23
24
25
26
27
28
29

We must determine from a policy point of view whether CWIP in any fashion
should be included in rate base. We are not establishing a firm policy to be used in
all cases for all utilities or even for this utility in future cases. We are looking at
the utility under consideration in determining whether it is appropriate to place
CWIP in rate base.

30 Q- What else did Decision No. 48139 state concerning attrition?

31 Page 15 of Decision No. 48139 stated that:

32

33
34
35
36
37

A.

Because this is for a historic period, the Company will never earn the rates
allowed. Attrition will set in. Mr. Danielson states that the fuel adjustment will
eliminate much of this attrition. with this we agree. However, other attrition
factors are at work within the Company which causes a factor far in excess of the
experience of other companies in this nation.
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1 Q- Does APS currently enjoy a robust fuel recovery mechanism?

2

3

4

Yes. APS' current Power Supply Adjustor ("PSA") Mechanism includes a forward

component that provides a better matching of cost recovery with cost incurrence and

allows APS to include demand costs related to purchased power agreements, among other

5 things.

6

7 Q, How did the Commission address attrition resulting from the construction of Palo

8 Verde in Decision No. 48139?

9

10

11

12

Decision No. 48139, at page 17, explained that the Commission prefers to work with

actua l r a ther  than projected informat ion,  whenever  poss ible. Additionally,  the

Commiss ion deemed it  prudent  to proceed s lowly and ca refully in init ia t ing new

procedures and did not wish to allow the Company to earn undue profits:

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

31

A.

A.

The procedures we have outlined above, which are contained in this Order, are
new in the State of Arizona. We wish to proceed slowly and carefully in initiating
new procedures and we do not wish to allow the Company to earn undue profits as
a result of financial conditions not reflected in present projections. We wish to
work with actual rather than projected information, whenever possible. Therefore,
we have placed the limitation on the return on common equity for implementation
of the adjustments in Step II and Step III in that we regard the return on common
equity as the best financial indicator of the condition of the Company and the most
appropriate method of determining whether the additional adjustments are justified
for the company. We do not wish to allow the Company an excessive increase
based upon a  limited mini hear ing and without  going into the full financia l
condition of the Company, we therefore have placed the additional limitation of a
5% increase. We have further safeguarded the procedure by limiting the number
of mini hear ings  and requir ing the Company to come in with full f inancia l
information for a calendar test year ending December 31, 1978 so that we may
review the effects of this new procedure based upon the actual financial data of the
Company and determine the appropriateness of the procedure we have herein
established.
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1 Q- Please discuss an attrition adjustment that was addressed for APS in Decision No.

2 51009.

3

4

5

6

In Decision No. 51009 (May 29, 1980), the Commission adopted an attrition adjustment

based upon an historical analysis and related recommendation by a witness for Staff in

that proceeding and rejected an APS-proposed prospective calculation because it was

based on speculation not on substantial evidence. Pages 19-21 of Decision No. 51009

discussed the attrition issue in that case as follows :7

ATTRITION

The various aspects of rate making can be reduced to one degree or another to
assumptions from which rational calculations can be made. A substantial
controversy surrounds the issue of attrition and its treatment in this case. On one
item, and only one item, does there appear to be no controversy: attrition does
exist. In essence, company earnings are subject to erosion over time. While the
effect of this phenomena may be minimal in some and possibly even most utility
operations, the impact of attrition on a billion dollar plus company can be sizable.
Earnings are based upon a test period which, though it be adjusted and modified, is
still to some extent a model based upon a past period with historical costs and
revenues. Time does elapse from the end of that period and those calculations
until the entry of an order by the Commission. Over that period of time any rate of
return set by the Commission on the test period will erode. To what degree is the
difficult question.

8

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39
40

The utility would have us look into the years of 1980 and 1981 to evaluate the
impact of the attrition factor. Given the demonstrated and admitted inaccuracy of
many Company projections both as to future system demand as well as expected
operating income results, this Commission feels that to accept APS' invitation
would be to base our decision on speculation not on substantial evidence. City of
Tucson v. Citizens Utilities Water Co., 17 Ariz.App. 477, 498 P.2d 551 (1972).

A.

The record also contains a study by the Commission staff which attempts to
quantify the historical effect of attrition. We conclude that the use of such
information is reasonable in the instant case and based upon that evidence the
Commission may include a factor for attrition in determining what rates the
company may be authorized to charge. This does not result in prospective rate
making or speculative rate making. Quite to the contrary, by use of this approach,
the Commission is attempting to evaluate, and compensate for, a very real
phenomenon. This approach is preferable to a future test year, to the utilization of
an over stated or inflated rate of return or to the use of attrition disguised
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adjustments to test year operating results. our inclusion of such an allowance is an
imitation in this jurisdiction, but one which we feel is justified in the present
record. We will watch with interest the effect of such an adjustment on APS and
specifically reserve the right to reverse or modify our direction on this issue based
upon the results of such observation

Therefore, we adopt the staffs recommendation and conclude that an attritional
allowance of .6% is reasonable and, in doing so, conclude that on this difficult
issue our approach is rational and is supported by the best evidence of record. We
decline the temptation to experiment in the occult prognostication of future events
We recognize that to some extent it is necessary to recognize reasonable trends and
establish rates thereon. However, we do not believe that it is necessary or
reasonable to go beyond the trends which have been experienced to attempt to
compensate for matters which are speculative and not reasonably ascertainable

APS' proposed attrition adjustment in the current rate cases is based on forecasts of 2010

results. Decision No. 51009 rejected an attrition adjustment proposed by APS in that case

that was based on forecasts

20 Q Decision Nos. 48139 and 51009 were in the context of APS' construction of Palo

Verde, a major nuclear generating plant, that required several years to build and

placed an extraordinary financial strain on the Company. Is APS presently

constructing a nuclear generating plant?

No

26 Q Is APS presently constructing other large base-load generation plant?

Not to my knowledge, which is based on a review of APS' filing, CWIP balance details

and other accounting documents and APS' responses to discovery. There has been much

talk of the Solana solar project, but that is being constructed by another firm, not APS

although APS has contracted to purchase the power. Because of a provision in a prior

settlement agreement which discouraged self-building by APS of new base load
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1

2

generation, APS has generally been obtaining much of its incremental generation capacity

from purchases rather than from building new base load generating units itself

3

4 Q- Has the Commission used attrition adjustments for APS in cases subsequent to

5 Decision No. 51009?

6

7

I am advised by Staff that the Commission has not used attrition adjustments for APS in

cases subsequent to Decision No. 51009.

8

9 Q~ How can growth result in attrition?

10

11

12

13

14

15

Earnings attrition occurs when the increase in the cost of providing electric service begins

to outpace the increase in margins derived from growth in sales. Relative to electric

utilities nationwide, APS has, in recent years, experienced high growth in retail sales. The

noted historical growth has created a demand to add transmission and distribution plant, as

well as to find new sources of generation capacity and energy to meet such load growth.

APS' amended filing predicted continued retail sales growth.

16

17 Q- Please discuss how the PSA that has been adopted for APS helps alleviate the impact

18 of attrition.

19

20

21

22

Currently, and in all likelihood for at least the next few years under the 2004 Settlement

Agreement, APS will meet the need for generation capacity and energy through additional

purchased power arrangements. with the PSA, APS is permitted to pass through not only

The purchased

23

24

purchased power energy charges, but importantly, demand charges.

capacity being paid for through demand charges included in purchased power transactions

replaces the need

25

26

A.

A.

A.

to build generating capacity otherwise required to meet growth in

customer electric requirements. Inclusion of demand charges in automatic fuel adjustment

clauses, similar to the APS PSA, does not always occur. Specifically, demand charges are
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1

2

3

4

5

6

7

often excluded from utility fuel adjustment clauses because it is recognized that growth in

retail sales, and attendant margins above fuel costs, will be available to "pay for"

incremental demand costs being incurred. I am not suggesting or recommending that

demand charges be prospectively excluded from APS' PSA. However, I would emphasize

that the APS PSA is more beneficial to shareholders than some fuel adjustment clauses.

The inclusion of demand charges in the PSA should be considered a huge "plus" to APS

in its challenges regarding attrition.

8

9

10

11

Additionally, the inclusion of a forward component in the PSA is also intended to help

APS' financial position and cash flow by more closely matching PSA revenue with the

incurrence of fuel and purchased power costs.

12

13 Q.

14

Please summarize some of the rate making features that the Commission

implemented in recent years to address APS' financial position and cash flow

15 concerns.

16 Commission has implemented

17

18

The a forward looking PSA that includes recovery of

demand charges, a transmission cost adjustor, an environmental improvement surcharge,

new base rates, and other measures such as inclusion in rate base of post-test year plant,

19

20

21

22

and eliminating the free footage allowance for line extensions in APS' tariff at Schedule 3.

Additionally, the Commission has considered in a generic proceeding and is considering

in the current APS rate case additional hook-up fees, under Schedule 6 to help fulfill a

policy objective of having growth pay for itself

23

24 Q- What assumptions were made by APS in deriving its proposed attrition adjustment?

25 The key assumptions are addressed in APS witness Keats' testimony and include:

26

A.

A.

That all of APS' pro forma adjustments are accepted. (p. 17, Lines 17-19)
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•

•

That APS' revenue level for calendar year 2010 will be set to match 2010 costs. (p

20, Lines 8-9)

That APS' forecasts of 2010 made before it filed its case are sufficiently reliable

upon which to base a substantial rate making adjustment. (pp. 21-22)

That customer growth will average 1.7% over the years 2008 through 2010. (p.20

Lines 18-19)

That rates from this case will be effective on October 1, 2009. (p.20, Lines 11-13)

That the Company decides and is able to access both the debt and equity markets

(p. 20, Lines 13-14)

That the Commission allows the Company to pass increases to the Transmission

Cost Adjustor to retail customers immediately after those increases are approved

by the Federal Energy Regulatory Commission ("FERC"). (p.20, Lines 14-17)

The key assumptions underlying the Company's financial projections are shown in Mr

Keats' Schedule F-4

17 Q Has the impact of the economic downturn been incorporated into the growth

forecasts APS relied upon in its amended filing

The impact of the economic downturn has not been incorporated into the forecasts

underlying APS' amended filing

22 Q Has Staff been able to make adjustments to APS' projected 2010 information that

would be necessary if that information were to become essentially a 2010-based

future test year

No. Staff" s pro forma adjustments are to the 2007 test year. Staff has not conducted a full

rate case audit of a projected 2010 future test year or made adjustments to 2010
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information that would be needed if such a future test year were to be used to set rates for

APS in this proceeding

4 Q Has Staff requested and reviewed information on APS' financial condition?

Yes. Staff data requests, including Staff 17.5, requested information on APS' financial

condition, based on a number of different scenarios,  however,  APS' response to that

request failed to reflect any equity infusion and did not reflect further decreases in APS

construction expenditures that Staff had requested APS to model beyond the reductions to

$894 million in 2009 and $708 million in 2010 that were addressed by APS witness

Donald Brandt in the APS interim rate increase request proceeding

12 Q Should the attrition adjustment proposed by APS be adopted?

No. APS' proposed attrition adjustment is seriously flawed, relying upon speculative

forecast information three years outside of the 2007 test year. Moreover, the attrition

adjustment proposed by APS would increase for each dollar of Staff and intervenor

adjustments and disallowances. Other concerns regarding APS' proposed attrition

adjustment, which is similar in many respects to the one proposed by APS in its rebuttal

testimony in the prior rate case, Docket No. E-01345A-05-0816, were addressed by the

Commission in Decision No. 69663, as discussed above. Staff views these provisions as

fatal flaws to APS' proposed attrition adjustment and, consequently, recommends that it

be rejected

23 Q Does Staff support APS' proposal to use forecasts as the basis for setting base rates?

No. Sta ffs  pos it ion is  tha t ,  other  than for  fuel and purchased power  cos ts ,  the

Commission should not rely on forecasts as a basis of determining rates. Arizona is an
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1

2

historic test year jurisdiction, and the Colmnission's rate case management rule, which

sets forth the filing requirements for rate cases, specifies an historic test year approach.

3

4 Q. Please summarize Staff's recommendation concerning APS' ro used increase toP

5

6

operating expense for an attrition adjustment.

7

8

9

10

Staff recommends that APS' proposed increase to operating expense of 3379.278 million

for forecasted attrition be rejected. Staff adjustment C-1 removes that APS proposed

increase to test year operating expense.

11

Advertising Expense

Please explain your adjustment to Advertising Expense.

12

13

14

15

This adjustment decreases APS' Advertising Expense by $74,172 on a total company

basis and $69,669 on an ACC jurisdictional basis to reflect a correction whereby the

Company, in its response to data request Staff 6.93, has agreed to remove advertising

expense that was not specifically related to energy conservation and sustainability.

16

17

18

19

20

21

22

Incentive Compensation

Please explain Staff Adjustment C-3.

23

This adjustment first normalizes the test year incentive compensation expense amount

based on an average of the last three years 2005 through 2007. In comparison with the

average,  the 2007 test year  amount was significantly higher. This adjustment then

removes 50% of a normalized level of expense related to APS' Variable Incentive Plan

("VIP") to reflect the sharing of that expense between shareholders and ratepayers.

24

A.

A.

A.
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1 Q,

2

Please explain the reason for removing 50 percent of the normalized incentive

compensation expense.

3

4

In general, incentive compensation programs can provide benefits to both shareholders

and ratepayers.  The removal of 50 percent of the incentive compensation expense, in

essence, provides an equal sharing of such cost, and therefore provides an appropriate

balance between the benefits  a t ta ined by both shareholders and ra tepayers. Both

shareholders and ratepayers stand to benefit from the achievement of performance goals.

Moreover, there is no assurance that the award levels included in the Company's proposed

or Staflf's normalized expense (before sharing) will be repeated in future years.

5

6

7

8

9

10

11 Q- What is the result of Staff adjustment C-3?

12

13

14

Test year expense for incentive compensation proposed by APS is reduced by $11.850

million on a total Company basis and by $11.139 million on an ACC jurisdictional basis.

Related payroll taxes are reduced by $829,488 and $779,718 on a total Company and

ACC jurisdictional basis, respectively.15

16

17

18

19

20

Q. What was APS' incentive compensation expense in the 2007 test year, and how did

that compare with prior years?

The table below shows the amounts of incentive compensation charged to O&M for each

year 2005 through 2007, which were provided in Aps' response to Staff 13.17.

21

22
23
24
25

Year
2005
2006
2007

Total Company
$21 .752 million
$21 .005 million
$28342 million

ACC Jurisdictional
$20522 million
$19,842 million
$26.470 million

26

27

28

The 2007 test year amount is significantly higher than the comparable amounts from prior

A.

A.

A.

years.
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1 Q. How much of APS' 2007 test year incentive compensation expense was for officers?

2

3

4

It  appears that the officers' portion of test year incentive compensation expense was

approximately $9 million, or approximately 32 percent of the total Company test year

incentive compensation expense listed in the table above.

5

6 Q, Has APS identified the amount of incentive compensation related to front line and

7 non-senior management?

8 APS has identified that $18.3 million of the total $28.3 million is for front line and non-

9 senior management.

10

11 Q- How and where did APS indicate this?

12 APS indicated this in response to discovery in the following manner. Staff data request

Staff 18.8 asked APS to:13

14
15
16
17
18
19
20

Refer to the response to Stajflnterim 3.21 and the supplemental response
to Staff 6.114. Please explain fully and in detail the $10 million deference
between the $18.3 million indicated as the amount APS is requesting for
recovery in Staff lnterim 3.21 and the $28.3 million indicated as the 2007
amount of incentive compensation charged to O&M in the supplemental
response to Sta]f6.114.

21

In response to this data request, APS stated:22

23
24
25
26
27
28
29

"The response of $18.3 million in Staff Interim 3.21 is the incentive
expense for frontline and non-senior management accrued in 2007, which
was the incentive pay referenced in the portion of Mr. Brandt's affidavit
that was the subject of Sta]flnterim 3.21. The response of$28.3 million in
the supplemental Staff 6.114 is the incentive expense for all employees
accrued in 2007. "

30

A.

A.

A.
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1 Q How did APS subsequently revise or clarify the $18.3 million?

APS subsequently revised the $18.3 million amount in its response to data request Staff

12.33(D where it stated in part that

The amounts of $15.5 million for 2006 and $18.3 million for 2007
represented estimates of the amounts charged to APS operations and
maintenance expense for those years in response to Stajf 3.21. Based on a
more detailed analysis for 2007, the total estimate of amounts charged to
various operating and maintenance accounts has been revised to $19.3
million

12 Q Please briefly discuss the key provisions of APS' Variable Incentive Plan
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1
2
3
4
5
6
7
8
9

1 0
11
12
1 3
1 4

15

16

17

18

1 9

APS' response to Staff 6.88, which contains Company-designated confidential

information concerning its Variable Incentive Plan that was discussed above is presented

in Attachment RCS-7.

20

21

22

23

24

Q- Do APS' shareholders and customers both benefit from its VIP goals?

Yes. As noted above, the primary purposes of the Company portion of the VIP is to

emphasize the importance of the Company's earnings and customer satisfaction,

indicating that there are benefits to both shareholders and customers from the achievement

of VIP goals that result in the payment of incentive compensation.

25

26 Q- Was an equal sharing of APS' cash-based incentive compensation expense required

in APS' last rate case?27

28

29

A.

A. No. In APS' last rate case, only stock-based compensation was removed.
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1 Q-

2

Was an equal sharing of incentive compensation expense ordered in other recent

Commission decisions in rate cases involving Arizona utilities?

3 Yes. In Decision No. 70011 (November 27, 2007), in the recent UNS Gas, Inc. rate case,

4 Docket No. G-04204A-06-0463, the Commission stated on page 27 that:

5

6
7
8
9

We believe that Staff's recommendation provides a reasonable
balancing of the interests between ratepayers and shareholders by
requiring each group to bear half the cost of the ineentiveprogram.

10

11

In addition, in Decision No. 70360 (May 27, 2008), in the recent UNS Electric, Inc. rate

case, Docket No. E-04204A-06-0783, the Commission stated at page 21 that:

12

13
14
15
16
17
18
19
20

Consistent with our finding in the UNS Gas rate case (Decision No.
70011, at 26-27), we believe that Staff's recommendation provides a
reasonable balancing o f  t h e interests between ratepayers and
shareholders by requiring each group to bear half the cost of the
incentive program... Given that the arguments raised in the UNS Gas case
are virtually identical to those presented in this case, we see no reason to
deviate from that recent decision.

21

22

In Decision No. 68487 (February 23, 2006), in a Southwest Gas Company rate case,

Docket No. G-01551A-04-0876, the Commission stated at page 18 that:

23
24
25
26
27

We believe that Staff's recommendation for an equal sharing of the costs
associated with MIP compensation provides an appropriate balance
between the benefits attained by both shareholders and ratepayers.

28

29

30

Finally, in the most recent Southwest Gas rate case, Docket No. G-0155lA-07-0504, a

recommended opinion and order  was recently issued (12/0l/08),  which contains the

following discussion at page 16:

31

A.
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1
2

In the last Southwest Gas rate ease, as well as several subsequent cases,3
we disallowed 50 percent of management incentive compensation on the
basis that  such programs provide approximately equal benef i ts  to
shareholders and ratepayers because the performance goals relate to
financial performance and cost containment goals as well as customer
service elements. (Decision No. 68487 at 18.) In that Decision, we
stated:

3
4
5
6
7
8
9

10
11
12
13
14

In Decision No. 64]72, the Commission adopted Staff's
recommendation regarding MIP expenses based on Staff's claim
that two of the five performance goals were tied to return on
equity and thus primarily benefited shareholders. We believe that
Staff's recommendation for an equal sharing of the costs
associated with MIP compensation provides an appropriate
balance between the benefits attained by both shareholders and
ratepayers. Although achievement of the performance goals in
the MIP, and the benefits attendant thereto, cannot be precisely
quantified there is little doubt that both shareholders and
ratepayers derive some benefit from incentive goals. Therefore,
the costs of the program should be borne by both groups and we
find Staff's equal sharing recommendation to be a reasonable
resolution.

(Id) We believe the same rationale exists in this ease to adopt the
position advocated by Staff and RUCO to disallow 50 percent of the
Company 's proposed MIP costs.4

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36
37

See UNS Gas, Inc., Decision No. 70011 (November 27, 2007) at 27; Arizona Public
Service Co., Decision No. 69663 (June 28, 2007) at 27; and UNS Electric, Inc., Decision
No. 70360 (May27, 2008) at 21.
sOn the same basis, we will also disallow 100 percent of the Southwest Gas stock
incentive plan ("S1P'). The costs related to similar incentive plans were recently
rejected for APS and UNS Electric. (See Ex. S-I2 at 32-34.) As was noted in the APS
ease, stock performance incentive goals have the potential to negatively affect customer
service, and ratepayers should not be required to pay executive compensation that is
based on the performance of the Company 's stock price. (Decision No. 69663 at 36.)

38 Q- Please summarize Staff's recommendation concerning APS' VIP expense.

39

40

41

A. Staff recommends a 50 percent sharing of normalized VIP expense between shareholders

and ratepayers. As shown on Schedule C-3, this results in a reduction to test year expense

of $11.850 million on a total Company basis and $11.139 million on an ACC
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1

2

jurisdictional basis. In addition, I have reduced the related payroll taxes by $829,488 on a

total Company basis and $779,718 on an ACC jurisdictional basis.

3

4 Stock-Based Compensation

Please explain your adjustment to APS' Stock-Based Compensation.5

6

7

8

9

10

11

As shown on Schedule C-4, this adjustment decreases test year expense by $5.541 million

on a total company basis and by $5.178 million on an ACC jurisdictional basis to reflect

the removal of APS' stock-based compensation. In addition, I also removed the payroll

taxes associated with the stock-based compensation in the amount of $387,900 on a total

Company basis and $362,432 on an ACC jurisdictional basis. The expense of providing

stock options and other stock-based compensation to officers and employees beyond their

other compensation should be borne by shareholders and not by ratepayers.12

13

Q- Was APS' stock-based compensation expense disallowed by the Commission in the14

15

16

17

18

Company's last rate case?

Yes. In Decision No. 69663, the Commission adopted Staffs recommendation that stock-

based compensation be disallowed.

19

20

Q-

21

Was the adjustment to remove APS' stock-based compensation expense made by the

Commission in the Company's last rate case despite attempts by APS to demonstrate

that its total compensation, including incentives, was reasonable?

22

23

24

Yes. At page 36 of Decision No. 69663, the Commission rejected an argument made by

APS that the Commission should look at the reasonableness of total compensation and not

at how compensation is determined or its individual components, when it stated as

follows:25

26

A.

A.

A.
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1
2
3
4
5
6
7
8
9

10
11
12
13
14

"APS argues that the issue is whether APS compensation, including
incentives, is reasonable. APS does not believe that the Commission
should look at how that compensation is determined or its individual
components, but rather should just look at the total compensation. The
Company argues that the interests of investors and consumers are not in
fundamental conflict over the issue of fnancial performance, because
both want the Company to be able to attract needed capital at a
reasonable cost...We agree with Staff that APS' stock-based
compensation expense should not be included in the cost of service used
to set rates...To the extent that Pinnacle West shareholders wish to
compensate APS management for its enhanced earnings, they may do so,
but it is not appropriate for the utility's ratepayers to provide such
incentive and compensation. "

15 Q-

16

Was stock-based compensation expense also disallowed in the Commission's recent

decision in the rate case involving UNS Electric, Inc.?

17

18

Yes, it was. In Decision No. 70360 at page 22, the Commission, in referencing a similar

decision regarding Southwest Gas Corporation as well as APS' last rate case stated:

19

20
21
22
23
24
25

"For these same reasons, we agree with Staff that test year expenses
should be reduced to remove stock-based compensation to o/jicers and
employees...The disallowance of stock-based compensation is consistent
with the most recent rate ease for Arizona Public Service Company
(Decision No. 69663). "

26 Q- What does APS' SEC filing show concerning the compensation for APS' top

27 executive officers?

28

29

30

31

A.

A. The Summary Compensation Table from Pinnacle West Capital Corporation's ("PWCC")

2008 Proxy Statement dated May 21, 2008 (APS' parent company), is reproduced below.

The total compensation to PWCC's top five corporate officers in 2007 was $l7,984,418,

and in 2006 was $16,491,947 for three top officers.



Name and Principal Position Year Salarv (S) Bonus (5)
Stock Awards

(S)
Option

Awards (S

Non-Equity

Incentive Plan

Compensation

(S)

Change in
Pension Value

and NonqualiEed
Deferred

Compensation
Eamings (S)

All Other
Compensation ($` Total (S)

William J. Posl, Chairman of the Board and CEO
and Chairman of the Board ofAPS 2007

2006
$ 950,004
s 950,004

s
s

s
s

1,877,976
3,725,544

s
s 52,644

s
s

1,300,000
985,000

2,595,365
2,353,845

$
s

s
s

30,518
31,902

$ 6,753,863
s 8,098,939

Donald E. Brandt, Executive VP, CFO and

Executive VP and CFO of APS 2007
2006

s 599,999
$ 456,263

s
s

542,513
402,788

s

s

s
s 9_2s6

$
$

766,800
648v000

$
$

440,417
145,144

s
s

24,815
24,590

s 2,374,544
$ 1,686,071

Jack E Davis President and COO and CEO clAP' 2007
2006

s 800,004
$ 800,004

s
s

s
s

8691917
z, l 15,499

s
s 21,334

$
s

1,015,205
860,000

s
s

1,943,556
2,885,510

s
s

21,065
24,590

s 4,649,747
s 6,706,937

Randall K Edington, Executive VP and Chief
Nuclear Officer ofAPS 2007 s 547,955 s 266,000 s 378,538 s s 432,300 1,251$ s 419,247 $ 2,045,291

Steven M. Wheeler, Executive VP of Customer
Service and Regulation ofAPS 2007 s 416,258 s s 228,759 s s 353,330 s 1,142,931 s 19,695 s 2,160,973

2007 Executive Compensation $17,984,418

2006 Executive Compensation $16,491 ,947
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SUMMARY COMPENSATION TABLE
From Proxy Statement dated May 21, 2008

1

2

3

4

5

6

7

8

9

10

11 Q- What is reflected in the "Stock Awards" column in the above table?

12

13

The Company's May 21, 2008 Proxy Statement explains the "Stock Awards" column as

follows:

14

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

This column reflects the dollar amounts accnled by the Company during
2007 and 2006 for financial reporting purposes for stock awards held by
the Named Executive Officers and does not reflect value actually received
by the Named Executive Officers. The column reflects expense accruals
for the following types of stock awards:

A.

Performance Shares. We describe the performance shares under the
heading "What are the elements of the Company's compensation
program? -- Long-Term Incentives - Performance Shares" on page 24
of this proxy statement. With respect to the perfonnance shares, we
estimate the amount accrued based upon projections of the Company's
performance against projections of those companies in the comparator
group. As earnings per share are reported by comparator companies, as
new information becomes available, or as significant changes to the
Company's earnings become known, these estimates are updated. As
such, based upon our estimates, the 2007 compensation expense
accrued assumes that the following percentages of the target number
of shares will be awarded: 2005 grant - 75%, 2006 grant - l 00%, and
2007 grant - 75%. Compensation expense recorded for financial
reporting purposes in 2006 for the 2004 got was accrued using 100%
of target shares, but the number of shares actually awarded was 54.6%
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of target shares. The expense accrued for this award in 2006 was
adjusted in 2007, and die adjustment is reflected as a deduction in the
2007 stock award columns for each of the Named Executive Officers
who were also named executive officers in 2006. In addition. the
actual number of shares issued to the Named Executive Officers under
the 2005 grant is set forth in the Option Exercises and Stock Vested
table on page 37 of this proxy statement. The expense accrued for this
award will be adjusted in 2008 to reflect the change from 75% of the
target shares to 54.6% of the target shares, consistent with the number
of shares actually awarded. The 2006 compensation expense accrued
assumes that the following percentages of the target number of shares
will be awarded for each grant year: 2004 grant .- 100%, 2005 grant

%, 2006 grant - l 00%. Furthermore, with respect to the 2007 and
2006 grants, pursuant to the terms of the award agreements, the
employees become fully vested in the award upon retirement. Because
Mr. Post and Mr. Davis had reached the age of retirement and attained
the requisite years of service at the grant date, their entire awards were
accrued on the grant date. Mr. Brandt's, Mr. Wheeler's, and Mr
Edington's awards are being accrued over the three-year vesting
period of the award. Based upon SEC guidance issued in August of
2007. we revised the 2006 amounts to exclude reductions to
compensation expense that were made in 2006 but related tO prior
periods

Retention Units. We describe the retention units under the heading
What are the elements of the Company's compensation program

Long-Term Incentives - RSUs and Retention Units" on page 25 of this
proxy statement. The retention units that were granted in December of
2006 (and with respect to Mr. Dodington, January of 2007) are payable
in 25% annual increments,.beginning January 3, 2007 (except with
respect to Mr. Edington, whose grant was payable beginning January
25, 2007) and ending January 4, 2010. Pursuant to the terms of the
award agreement, the employee becomes fully vested in the award
upon retirement, although the awards will be paid out over the
standard vesting period described in the previous sentence. Under FAS
123R, we are required to accrue the entire compensation expense for
retirement eligible employees on the date of the grant, as no additional
services are required beyond that date. Because Mr. Post and Mr
Davis had reached the age of retirement and attained the requisite
years of service at the grant date (December 13, 2006), their entire
awards were accrued on the grant date. Mr. Brandt's, Mr. Wheeler's
and Mr. Edington's awards are currently being accrued over the
standard vesting period of the award
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1
2
3
4
5
6
7
8
9

1 0
11

Restricted Stock Units. We descr ibe the RSUs under  the heading
"What are the elements of the Company's compensation program? -
Long-Term Incentives - RSUs and Retention Units" on page 25 of this
proxy statement. The RSUs vest in 25% annual increments, beginning
February 20, 2008 and ending February 20, 2011. Pursuant to the
terms of the award agreement, the employee becomes fully vested in
the award upon retirement, although the awards will be paid out over
the s tandard ves t ing per iod descr ibed in the previous  sentence.
Because Mr. Post and Mr. Davis had reached the age of retirement and
attained the requisite years of service at the grant date,  which for
purposes of FAS 123R is May 23,  2007,  their  entire awards were
accrued on the grant  date.  Mr.  Brandt 's ,  Mr.  Wheeler 's ,  and Mr.
Edington's awards are being accrued over the standard vesting period
of the award.

• Ownership Incentive Awards. The likelihood of a Named Executive
Officer's receiving a stock ownership incentive award is considered in
the calculation of compensation expense. Because of the significant
stock ownership requirements of these awards and the current holdings
of  t he Na med Execu t ive Off icer s ,  no dol la r s  wer e a ccr ued in
connection with the stock ownership incentive awards granted to
Messrs.  Post,  Brandt,  Davis,  and Wheeler  in 2006.  No ownership
incentive awards were granted in 2007.

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35

Special Grant. As described in footnote 1 to this table, in 1999, the
Company added to Jack Davis' compensation a grant of 2,000 shares
of restricted stock. This grant was awarded each year through 2004. In
2005 and 2006, restricted stock was no longer available for issuance
under the Company's equity plans, so Mr. Davis was granted a cash
payment equal to the value of 2,000 shares of the Company's common
stock. In 2007, the Board was able to grant stock under the 2007 Plan.
This special grant was expensed immediately on the grant date of
October  16 ,  2007  us ing t he c los ing ma r ket  p r ice on t ha t  da t e
multiplied by the number of shares.

36

37

There were no forfeitures of stock awards during 2006 or 2007.
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1 Q- What's reflected in the "Option Awards" column?

2 The Company's May 21, 2008 Proxy Statement explains the "Option Awards" column as

3 follows :

4

5
6
7
8
9

10
11
12
13
14
15
16
17
18
19

This column represents the dollar amount recognized by the Company for
financial statement reporting purposes with respect to fiscal year 2006 for
s t ock op t ion gr a nt s  ma de in p r ior  yea r s .  T her e wer e no a mount s
recognized by the Company for financial reporting purposes in 2007. In
order to calculate the 2006 accrual associated with outstanding stock
options (which consists of stock options granted in 2003), we used the
Black-Scholes option-pricing model.  The following weighted-average
assumptions were used to calculate the fair  value of the stock options
granted in 2003 for  purposes of this  accrua l: r isk-free interest  ra te
(3.345%); dividend yield (5.26%); volatility (38.03%); and expected life
(5  yea r s ) .  T he Company did not  grant  s tock opt ions  to the Named
Executive Officers in 2006 or 2007 and has not granted stock options
since 2004. There were no forfeitures of stock options during 2006 or
2007.

20 Q. Was stock-based compensation expense removed by Staff in other recent utility rate

21 cases?

22

23

24

Yes. Staff also removed the utility's stock-based compensation expense in the recent rate

cases of Tucson Electric Power Company, Docket No. E-01933A-07-0402 and Southwest

Gas Corporation, Docket No. G-0155 lA-07-0504.5

25

26 Q~ Please discuss the reasons for removing stock-based compensation.

27

28

29

Ratepayers should not be required to pay executive compensation that is based on the

performance of the Company's (or its parent company's) stock price. Additionally, prior

to being required to expense s tock opt ions for  financia l repor t ing purposes under

A.

A.

A.

5 Staffs adjustment to remove TEP's stock-based compensation was incorporated into a settlement approved by the
Commission in Decision No.70628. The ALJ's recommended opinion and order in Docket No. G-01551A-07-0_04
adopted Staff's adjustment to remove stock-based compensation expense. A Commission open meeting has been
scheduled for December 19, 2008 to address the Southwest Gas rate case matter.
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Statement of Financial Accounting Standards No. 123 Revised (SFAS l23R), the cost of

stock options was typically treated as a dilution of shareholders' investments, i.e., it was a

cost borne by shareholders. While SFAS l23R now requires stock option cost to be

expensed on a company's financial statements, this does not provide a reason for shifting

the cost responsibility for stock options from shareholders to utility ratepayers

7 Q What amount of stock-based compensation expense did APS include in the test year

The Company's response to Staff 19.7 indicates that

$6,141,000 is  the amount  of tota l s tock based compensa t ion,  including the

associated payroll taxes, charged to APS during the Test Year

$5,541,432 is  the amount  of tota l s tock based compensat ion,  excluding the

associated payroll taxes, charged to APS O&M during the Test Year

$4,445,052 is  the APS Test  Year  expense for  stock based compensation for

officer-level employees and does not include associated payroll taxes

$3,692,642 is the APS Test Year expense for stock based compensation for only

the ten officers whose compensation charged to 2007 O&M expense was the top

ten highest for APS in 2007 (which was all that was requested in that question)

These amounts also do not include associated payroll taxes

•

The complete response to Staff 19.7,  including the attached schedule,  is included in

Attachment RCS-3. APS' attachment to its response to Staff 19.7 (APSl3l94) shows the

total and ACC jurisdictional amounts of APS' stock-based compensation expense for the

2007 test year
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1 Q What adjustment do you recommend for APS' stock-based compensation expense

As shown on Schedule C-4, ACC jurisdictional expense is reduced by $5.540 million

consisting of $5.178 million stock-based compensation expense and $362,432 of related

payroll tax expense

7 Q

Supplemental Excess Benefit Retirement Plan

Please explain Staff Adjustment C-5

This adjustment removes 100% of the expense for  the Supplemental Excess Benefit

Retirement Plan ("SERP"). The SERP provides supplemental retirement benefits for

select executives. Generally, SERPs are implemented for executives to provide retirement

benefits that exceed amounts limited in qualified plans by Internal Revenue Service

("IRS") limitations. Companies usually maintain that providing such supplemental

retirement benefits to executives is necessary in order to ensure attraction and retention of

qualified employees. Typically, SERPs provide for retirement benefits in excess of the

limits placed by IRS regulations on pension plan calculations for salaries in excess of

specified amounts. IRS restrictions can also limit the Company 401(k) contributions such

that the Company 401(k) contribution as a percent of salary may be smaller for a highly

paid executive than for other employees

20 Q Was APS' SERP expense disallowed by the Commission in the Company's last rate

Yes. In Decision No.  69663.  June 28.  2007.  in the most recent APS rate case.  the

Commission adopted a recommendation by RUCO to remove SERP expense. In reaching

its conclusion regarding SERP, the Commission, in referencing a recent Southwest Gas

Corporation rate case in which SERP was disallowed, stated on page 27 of Decision No

69663 that
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1
2
3
4
5

"APS has not demonstrated any reason to treat the SERP expense for its
SERP eligible employees dw'erently than our determination of SERP
expenses associated with SWG employees. Accordingly, we and that the
SERP expense should not be recovered from APS ratepayers... "

6

7 Q-

8 appropriate ratemaking treatment incentive compensation

9

Are you aware of any recent Commission decisions that reached similar conclusions

regarding the of and

SERP expense?

10

11

12

13

Yes. As an illustrative example, and noted in the above quote from Decision No. 69663,

in Decision No. 68487, February 23, 2006, in a Southwest Gas Corporation rate case, the

Commission adopted a recommendation by RUCO to remove SERP expense. In reaching

its conclusion regarding SERP, the Commission stated on page 19 of Decision No. 68487

14

15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

that :

"Although we rejected RUCO 's arguments on this issue in the Company's
last rate proceeding, we believe that the record in this ease supports o
finding that the provision of additional compensation to Southwest Gas '
highest paid employees to remedy a perceived deficiency in retirement
benefits relative to the Company's other employees is not a reasonable
expense that should be recovered in rates. Without the SERP, the
Company's officers still enjoy the same retirement benefits available to any
other Southwest Gas employee and the attempt to make these executives
'whole' in the sense of allowing a greater percentage of retirement benefits
does not meet the test of reasonableness. [Ethe Company wishes to provide
additional retirement benefits above the level permitted by IRS regulations
applicable to all other employees it may do so at the expense of its
shareholders. However, it is not reasonable to place this additional burden
on ratepayers. "

30

31 Q-

32

Was SERP expense also disallowed in the Commission's recent decisions in the rate

cases involving UNS Gas, Inc. and UNS Electric, Inc.?

33 Yes, it was. See Decision No. 70011 at pages 27-29. Notably, at page 28 of that

34

35

A.

A.

Decision, the Commission, citing Decision No. 69663, stated:
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1
2
3
4
5
6
7
8
9

10
11
12

" ...the issue is not whether UNS may provide compensation to select
executives in excess of retirement limits allowed by the IRS but whether
ratepayers should be saddled with costs of executive benefits that exceed
the treatment allowed for all other employees. If the Company chooses to
do so, shareholders rather than ratepayers should be responsible for the
retirement benefits ajfordea' only to those executives. We see no reason to
depart from the rationale on this issue in the most recent Southwest Gas
rate ease [See also Arizona Public Service Co., Decision No. 69663, at 27
(June 28,2007), whereinSERP costs were excluded in their entirety.], and
we therefore adopt the recommendations of Sta]j"and RUCO and disallow
the requested SERP costs. "

13 In addition, in the recent UNS Electric, Inc. rate case, in Decision No. 70360 at page 22,

referencing the above captioned quote, the Commission stated:14

15
16
17
18

"We see no reason to depart from the rationale on this issue in the most
recent UNS Gas rate case, and we therefore adopt the recommendations
of Staffand RUCO and disallow the requested SERP costs. "

19

20 Q»

21

At the time of writing your testimony was the issue of a utility's SERP expense

pending in another case?

22 Yes. A recent recommended opinion and order (12/01/08) in the current Southwest Gas

rate case, Docket No. G-01551A-07-0504, stated as follows on pages 17-18:23

24
25
26
27
28
29
30
31
32
33
34
35
36
37
38
39

We agree with Staff and RUCO that the SERP expenses sought by
Southwest Gas should once again be disallowed. We do not believe any
material factual deference exists in this case that would require a result
that d rsfrom the Company 's prior case. In that case, we stated:

A.

[I/we believe that the record in this case supports ajinding that the
provision of additional compensation to Southwest Gas' highest
paid employees to remedy a perceived dejieieney in retirement
benefits relative to the Company's other employees is not a
reasonable expense that should be recovered in rates. Without the
SERP, the Company's ojjicers still enjoy the same retirement
benefits available to any other Southwest Gas employee and the
attempt to makethese executives "whole " in the sense of allowing
a greater percentage of retirement benefits does not meet the test
of reasonableness. If the Company wishes to provide additional
retirement benefits above the level permitted by IRS regulations
applicable to all other employees it may do so at the expense omits
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1
2
3

shareholders. However, it is not reasonable to place this
additional burden on ratepayers.

(Decision No. 68487 at 19.)4
5
6
7
8
9

10
11
12
13
14

In the recent UNS Gas, APS and UNS Electric eases, we followed the
rationale cited above in disallowing SERP expenses. In Decision No.
70011, we indicated that SERP costs should not be recoverable and
indicated:

[Uhe issue is not whether UNS may provide compensation to
select executives in excess of the retirement limits allowed by the
IRS, but whether ratepayers should be saddled with costs of
executive benefits that exceed the treatment allowed for all other
employees. If the Company chooses to do so, shareholders rather
than ratepayers should be responsible for the retirement benefits
ajorded only to those executives. We see no reason to depart from
the rationale on this issue in the most recent Southwest Gas rate
case, and we therefore adopt the recommendations of Staff and
RUCO and disallow the requested SERP costs.

15
16
17
18
19
20
21
22
23
24
25
26

[Id. At 28, (footnote omitted).] For these reasons, we agree with the
recommendations of Staff and RUCO that the request for inclusion in
rates of SERP expenses should be denied. We therefore adopt the
recommendations of Staffand RUCO on this issue.

A Commission Open Meeting to address the Southwest Gas rate case has been scheduled

for December 19, 2008.

27

28

29

30

31

Q- What adjustment related to APS' SERP expense do you recommend?

32

33

A. I recommend the adjustment to remove APS' expense for the SERP, which is shown on

Schedule C-5 and reduces O&M expense by $5.435 million on a total company basis and

$5.105 million on an ACC jurisdictional basis.
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1

2

C-6

Q

Non Recurring Test Year Expenses for New Executive Officer

What expenses did APS incur in the 2007 test year for a new executive officer?

The Company's May 21, 2008 Proxy Statement identified the following costs in 2007

related to a new Executive Vice President and Chief Nuclear Officer for APS

•

•

•

A hiring bonus of $200,000

A cash award of $66,000 in January 2008 for work at the Palo Verde Generating

Station in 2007

$31,958 for relocation expenses in connection with his relocation to Phoenix

Arizona (of which $7,377 is for apartment rental expenses, $13,508 is for rental

car expenses, $9,561 is for household goods and automobile transport, and $1,512

is for other travel expenses)

A tax gross-up payment of $12,336 relating to the relocation expenses

A payment of $277,576 in connection with stock option grants that he forfeited

when he became an employee of APS

A payment of $78,576 made in January 2008 to compensate him for an annual

incentive earned in his prior employment but unpaid by his prior employer

Additionally, the Proxy Statement also states that

The Company paid Mr. Edington $62,32], which is equal to the
estimated equity in his home, and assumed all obligations associated with
the maintenance and sale of the home including mortgage payments
landscaping service fees, real estate agent fees, and taxes. the
Company 's expenses will be offset by the amount received from the sale of
the home. Consequently, the aggregate incremental east to the Company
cannot be determined until the home has been sold

These expenses, totaling $728,767, appear to be non-recuning, one-time expenses with

respect to the new executive officer. As such, they should be removed from the test year
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1

2

The adjustment shown on Schedule C-6 removes the ACC jurisdictional amount and

reduces test year expense by $208,307. If the net expense related to the home equity item

becomes known this adjustment should be updated for that item.3

4

5

6

7

8

9

10

Injuries and Damages

Please explain Staff Adjustment C-7.

11

12

13

14

15

16

This adjustment normalizes the amount of Injuries and Damages expense, based on a four-

year average through December 2007. The amount proposed by APS is substantially

higher than the corresponding amount in each calendar year. The Company's response to

data request Staff 6.103 indicates that Injuries and Damages expense in the test year was

$10,087,378 This expense fluctuates from year to year. This test year amount exceeded

the average for 2004-2007 by approximately $1 million on a total company basis. The

2007 amount also exceeded the 2008 Injuries and Damages expense through September

2008, annualized, by approximately $1.2 million, as shown on Schedule C-7. Staff

adjustment C-7 reduces test year expense by $998,849 on a total company basis and

$938,209 on an ACC Jurisdictional basis in order to normalize this expense.

C-8

17

18

19

20

21

Q-

Depreciation and Property Tax Expense Related to Post-Test Year Plant Additions

Please explain Staff Adjustment C-8.

22

23

24

A.

A. This adjustment removes the Depreciation and Property Tax Expense associated with the

post-test year plant additions that Staff removed as shown on Schedule B-1. As shown on

Schedule C-8, page l, Depreciation Expense is decreased by $1.715 million on an ACC

jurisdictional basis. As shown on Schedule C-8, page 2, Property Tax Expense is

decreased by approximately $393,000 on an ACC jurisdictional basis.



Direct Testimony of Ralph C. Smith
Docket No. E-01345A-08-0172
Page 73

1 C-9

2 Q

Depreciation and Property Tax Expense Related to Yucca Plant Units 5 and 6

Please explain Staff Adjustment C-9

This adjustment reduces Depreciation and Property Tax Expense associated with the APS

estimated Yucca Plant Units 5 and 6 construction costs that Staff removed from the post

test year amount of plant in service shown on Schedule B-5. As described above, Staffs

allowance of post test year plant for Yucca Units 5 and 6 is based on the amount of actual

cost, which was lower than the estimates reflected by APS in its amended filing. As

shown on Schedule C-9, Depreciation Expense is decreased by $58,611 on a total

Company basis and $249,512 on an ACC jurisdictional basis. Property Tax Expense is

decreased by approximately $6,000 on a total Company basis and approximately $51,000

on an ACC jurisdictional basis

13 Q~

14

Why is there such a large difference between the total Company amounts versus the

ACC jurisdictional amounts for Depreciation and Property Tax Expense related to

Yucca Units 5 and 6?

As noted in an earlier section of my testimony, specifically as it relates to Staff rate base

Adjustment B-5, the Company's actual ACC jurisdictional costs for the Yucca Plant Units

5 and 6 construction project as of September 30, 2008 were significantly lower than the

amount in APS' amended filing on Schedule B-2, page 2, line 1. That APS schedule

showed an ACC jurisdictional pro forma rate base adjustment of $75.758 million for

Yucca Units 5 and 6. In contrast, APS' response to data request Staff 25.4 shows an ACC

jurisdictional amount of $67.653 million as of September 30, 2008, or a difference of

$8.105 million
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This jurisdictional difference was explained in part by APS' response to Staff 25.4, which

identified a portion of APS' actual Yucca Plant costs at September 30, 2008 as

Transmission plant, which is not allocated to the ACC jMsdiction

Schedule C-9 shows the calculation of the adjustments related to Yucca Plant Units 5 and

6 Depreciation and Property Tax expense, which are based on my rate base adjustment B

5 regarding the Yucca Plant expansion. The corresponding amounts for my Depreciation

and Property Tax Expense adjustments reflect the lower jurisdictional amount for the

related plant

11 c-10

12 Q

Organizational Redesign Costs

Please explain Adjustment C-10

In August of 2007, APS retained CRA International ("CRA"), a national consulting group

that specializes in and cost for the purposes ofutility operations management,

implementing a new organizational design for APS including these objectives

(1) Simplify the organization to improve cost efficiencies

(2) Streamline the organizational structure to improve the speed and effectiveness

of decision making

(3) Enhance APS' ability to become more customer focused, and

(4) Sharpen the roles and responsibilities to improve accountability and overall

performance

In its response to Staff 12.34, APS determined that some of the costs incurred were to

develop a formula rate for the FERC jurisdiction, and that such costs should not have been

included in APS' ACC jurisdictional cost of service. Therefore, as shown on Schedule C
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1

2

10, I have reduced O&M expense by $24,268 on a total Company basis and $24,237 on an

ACC jurisdictional basis.

3

4 C-11 Gain on Sale of Windsor Substation Land Swap

Q, Please explain Adjustment C-11.5

6

7

8

9

10

11

12

13

14

A. APS acquired land in 1987 that was originally purchased for the Windsor Substation. Such

property was recorded by APS in Account 105 - Plant Held For Future Use ("PHFFU").

As such, it was not included in APS' rate base. APS sold the land in mid 2007, which

resulted in a pre-tax gain of $636,718. Pursuant to recent Commission precedent, APS is

required to credit 50 percent of the net gain associated with the sale of used and useful

utility property to ratepayers. However, since the land remained in PHFFU until it was

sold, and, according to APS, was never in rate base, the gain should have not been

included in the Company's cost of service. Therefore, as shown on Schedule C-11, I have

reduced Other Electric Revenue by $636,718 on a total Company basis and $625,448 on

an ACC jurisdictional basis.15

16

17

18

19

20

C-12 Lobbying Expense

Q, Please explain APS' adjustment to Lobbying Expense.

21

22

23

24

25

A. APS' has made a pro Ronna adjustment to move 50 percent of lobbying expenses that were

booked to a "below-the-line" account to "above-the-line" accounts, and increased O&M

expense by $1.455 million on a total Company basis and $1.367 million on an ACC

jurisdictional basis. The Company cites Decision No. 69663 from its last rate case, in

which the Commission allowed APS to recover 50 percent of lobbying expenses incurred

by its Federal Affairs and Public Affairs departments, as the basis for its proposed

adjustment in this proceeding.
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1 Q Do you agree with APS' adjustment to include 50 percent of "below the line

lobbying costs in O&M expense

No. I do not.  I reviewed Decision No. 69663 as it  relates to this issue and, while the

Commission did authorize APS to recover 50 percent of its lobbying costs in its last rate

case, it did so with specific guidelines in terms of APS making similar adjustments in

future rate cases. On page 35, lines 14-17 of Decision No. 69663, the Commission stated

To the extent that in future rate cases APS proposes pro f¢
acbustments to recover its below-the-line lobbying expenses, APS must
provide the itemized lobbying easts associated with each benefit it alleges
resulted from the specific lobbying activity

13 Q In your opinion, did APS meet the Commission's guidelines as noted in the quote

above with respect to the Company's pro forma lobbying expense adjustment in the

instant proceeding

No, I do not believe so. In its response to Staff l3.9(l), which requested that APS provide

the related documentation for each expense listed in the referenced Company workpaper

as well as to quantify and explain the benefits to APS, the Company merely referred to

Attachment DEB-6 filed in conjunction with APS witness Donald E. Brandt 's Direct

Testimony. Although APS did provide an itemized listing of the lobbying expenses it is

proposing to recover in Company workpaper DJR_WP6, there was no specific tracking of

the benefits to ratepayers from such lobbying. Indeed, APS Attachment DEB-6, at page 6

even noted how remarkably difficult it was "to track the extent to which the Company's

lobbying efforts actually caused an end result, particularly if looking at one historical test

year in isolation
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1 Q- What is shown in APS' Attachment DEB-6?

2

3

4

5

6

Attachment DEB-6 contained some general information with respect to the Company's

lobbying act ivit ies ,  as  well as  a  few examples of what  the Company cla imed were

successful lobbying effor ts a t  both the Federal and State level,  but the information

contained in this a t tachment did not  appear  to adhere to die guidelines set  for th by

Commission Decision No. 69663 with respect to the treatment of below-the-line lobbying

7 expenses for ratemaking purposes.

8

9 Q-

10

Has APS identified any other Arizona utilities being allowed to recover below-the-

line expenses for lobbying in O&M expenses?

11

12

No. In its response to Staff 13.9(d), APS stated in part: "APS is not specifically aware of

the treatment granted to other Arizona utilities regarding lobbying activities."

13

14 Q- What does the Uniform System of Accounts provide for the recording of lobbying

15

16

17

18

expense?

The Uniform System of Accounts for Electric Utilities provides that lobbying expense

should be recorded in Account 426.4, which is a "below-the-line" account for raternaking

purposes. Specifically, the USA provides as follows:

426.4 Expenditures for certain civic, political and related activities.19

20

21

22

23

24

25

26

27

28

29

A.

A.

A.

This account shall include expenditures for the purpose of influencing public
opinion with respect to the election or appointment of public officials, referenda,
legislation, or ordinances (either with respect to the possible adoption of new
referenda, legislation or ordinances or repeal or modification of existing referenda,
legislation or ordinances) or approval, modification, or revocation of franchises, or
for the purpose of influencing the decisions of` public officials,  but shall not
include such expenditures which are direct ly rela ted to appearances before
regulatory or other governmental bodies in connection with the reporting utility's
existing or proposed operations.
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1 Q-

2

3

Please explain the distinction of "below-the-line" and "above-the-line".

In public utility regulation, "below-the-line" generally refers to accounts that are not

included in the determination of a utility's net "Above-the-line"

4 conversely, refers to accounts that are included

operating income.

in the determination of a utility's net

5

6

7

operating income. Account 426 and its sub-accounts, for donations, lobbying, penalties,

etc. is generally considered a "below-the-line" account, and the expenses recorded there

are the responsibility of shareholders.

8

9 Q- Why should lobbying expense be excluded for ratemaking purposes?

10

11

12

13

14

15

16

17

As a general and longstanding ratemaking principle, lobbying costs should not be charged

to ratepayers. Ratepayers should not be forced to pay for a utility's lobbying efforts

through rates. Utility lobbying efforts are to benefit the utility and the areas lobbied are

determined by utility management, not ratepayers. Utility lobbying efforts can sometimes

result in cost savings, e.g., if pollution control legislation is thwarted or delayed, or if

corporate tax breaks are granted by Congress, however, ratepayers may not support such

efforts or have opposing views. Additionally, the public may experience adverse

consequences from such lobbying, such as poorer air quality and related health issues,

18 and/or increased individual income tax expense obligations. Consequently, utility

19 lobbying expense is typically disallowed as a matter of regulatory policy.

20

21 Q-

22

Are utility lobbying costs generally disallowed even when the lobbying is conducted

on behalf of the utility through an industry organization?

23

24

25

26

A.

A.

A. Yes. Even where the lobbying expense is conducted through the form of an industry

organization, such as the Edison Electric Institute ("EEl") which represents electric utility

industry views, or the American Gas Association ("AGA") which represents gas

distribution utilities, where a portion of such dues is for lobbying or legislative advocacy,
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1 such lobbying expense portion of such dues is typically disallowed for ratemaking

2 purposes.

3

4 Q- In your professional experience, are you aware of any other utilities, in Arizona and

5 otherwise, being allowed to recover below-the-line expenses for lobbying activities as

6 an O&M expense?

7

8

9

10

No. In my professional experience, I am not aware of lobbying expenses recorded in

below-the-line accounts being allowed for recovery in rates as an O&M expense. In fact,

when utility lobbying expenses are found in above-the-line expense accounts, adjustments

are typically made to exclude such expenses for rate making purposes.

11

12 Q- Please summarize Staffs recommendation concerning APS lobbying expenses.

13

14

15

16

17

18

19

20

As shown on Schedule C-12, I have reversed the Company's pro forma adjustment in the

amount of $1.455 million on a total Company basis and $1.367 million on an ACC

jurisdictional basis. This moves the 50 percent of APS' below-the-line lobbying expenses

out of O&M expense and puts the lobbying expense back below-the-Iine where it was

originally recorded and where it belongs. Lobbying expense incurred by a utility is

recorded below-the-line according to the Uniform System of Accounts. For ratemaking

purposes, lobbying expense should stay below-the-line. It should not be charged to

ratepayers.

21

22 C-13

23 Q-

Interest Synchronization

Please explain your interest synchronization adjustment.

24

25

26

A.

A.

A. The interest synchronization adjustment applies the weighted cost of debt to the adjusted

rate base to derive a pro forma interest expense deduction that is used in the calculation of

test year income expense. After adjustments, my proposed rate base differs from that of
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1

2

3

4

the Company. This results in an adjustment to the amount of synchronized interest

included in the tax calculation. The calculation of the interest synchronization adjustment

is shown on Schedule C-13. This adjustment decreases income tax expense by the amount

shown on Schedule C-13 and increases the Company's achieved operating income by a

5 similar amount.

6

7 Q-

8

Was there a significant error in the synchronized interest deduction amount used by

APS in its amended filing?

9 Yes. As described in APS' response to Staff 20.8, the amount of interest deduction used

10 in APS' amended filing, as reflected on Company workpaper JCL_WP25, was calculated

11

12

on an unadjusted rate base. That error had understated the amount of ACC-jurisdictional

interest by approximately $11.355 million.6

13

14 C-14

15 Q,

S02 Allowance Sales Gains

What types of emission allowances does APS have?

16 APS only has sulfixr dioxide ("SO2»») allowances.

17

18 Q- How are APS' S02 allowances used in the provision of electric utility service?

19

20

21

22

23

24

Emission allowances are used by an electric utility, such as APS, in direct proportion to

the amount of SON pollution emitted by its coal-fired generating plants. In 2000, the EPA

began Phase II of the SO; program. Under Title IV of the 1990 Clean Air Act

Amendments, SON emissions must be reduced by 10 million tons from 1980 levels. The

program affects existing utility generators with an output capacity of greater than 25

megawatts and all new utilities. As part of Title W, the EPA withholds a portion of the

A.

A.

A.

6 $143.111 million per response to Staff 20.8 versus the $131 .756 million ACC jurisdictional amount from Company
workpaper JCL_WP25. APS' response to Staff 20.8 appears to recognize that the synchronized interest must be
calculated usingadjustedrate base.
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SO; emission allocations due to utilities and sells them through an auction each March

The proceeds from the sales are then distributed to the utilities per their withholding. SO

allowances can be bought or sold. Allowances that are not used to cover a utility's SO

emissions can be sold. If the cost of such unneeded allowances is lower than the sales

price, a gain can result. As explained in the response to Staff 4.l2(c), APS accounts for

emission allowances at cost. The SON allowances held by APS are generally needed by

APS to operate its plants, now and in the future, and are not held for speculative purposes

On occasion, however, APS has sold S02 allowances and realized substantial gains from

such sales

11 Q How has APS accounted for S02 emission allowance sales?

APS explained its accounting for SON emission allowances in response to Staff 4.12(e), as

follows

Allowances are recorded a t  cost  in Account 158.1,  Allowance Inventory,  or
Account 158.2, Allowances Withheld, as appropriate

The cost of allowances remitted to the EPA for the year are charged to expense
(Account 509, Allowances) monthly based on each month's emissions with an
offsetting credit to Allowance Inventory

Net gains on the sale of excess emission allowances (after offsetting the related
O&M costs such as lime to scrub the pollution, etc.) are shared 50/50 between
customers and shareholders consistent with the ACC's general policy regarding the
sale of APS utility proper ty (see Decision No.  55931 (April 1,  l988)).  APS
treatment of SON allowances has been known to and accepted by Staff since at
least 1995

The portion of the gain related to offset of the related O&M cost is credited to
Account 411.8 "Gains from disposition of allowances." The customer portion of
the gain is treated as a contribution in aid of construction for pollution control
equipment and is credited to account 107 - "Construction Work in Progress." The
shareholder portion of the gain is credited to account 421 .1 -- "Gain on disposition
of property
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1
2

To the extent the EPA withholds allowances to be sold at auction, the gains are
credited to account 41 l .8 "Gains from disposition of allowances."

3

4 Q-

5

6

APS' response to data request Staff 4.12(e) stated, among other things, that: "APS'

treatment of S02 allowances has been known to and accepted by Staff since at least

1995." Was the issue of APS' ratemaking treatment of S02 emission allowance sales

investigated by Staff in APS' last rate case?7

8

9

10

11

12

13

14

My understanding is that this issue was not investigated in detail by Staff in APS' last rate

case. This understanding is based on discussions with Staff and with the consultants to

Staff in APS last rate case. Apparently, the amount of SON allowance sales gains in the

context of APS' last rate case was not considered to be large, so the degree of review was

limited. Consequently, an evaluation of alternative treatments of APS' S02 allowance

sales gains was not undertaken in that case, nor was an issue raised in that case concerning

whether SO; allowance sales gains should be credited against fuel costs in the PSA.

15

16 Q-

17

APS' response to data request Staff 4.12(e) also cites Decision No. 55931. Have you

reviewed that Decision?

18

19

20

21

Yes. Decision No. 55931 at pages 48-57 has a discussion of the ratemaking treatment of

the gains on sales of utility property.

Q- Does Decision No. 55931 require that the ratepayers' share of a gain on sale of S02

allowances be recorded as a credit to Account 107?22

23

24

A.

A.

A. Nothing in the discussion in Decision No, 55931 at pages 48-57 appears to contain such a

requirement.
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1 Q, Does it make sense to credit the ratepayer portion of S02 emission allowance sales

2 gains against account 107, CWIP?

3

4

5

6

Not really. By definition, CWIP is not in service. Emission reduction projects, such as

scrubbers, would not be reducing SO; emissions (and hence freeing up SON allowances so

they could be sold) until they became operational. Consequently, crediting S02 allowance

sales gains against CWIP appears questionable.

7

8 Q-

9

How would gains from the sale of S02 emission allowances typically be recorded

under the Uniform System of Accounts?

10

11

Typically, gains Hom the sale of SO; emission allowances would be recorded in Account

411 .8, Gains from Disposition of Allowances.

12

13 Q-

14

How can the installation of pollution control equipment, such as scrubbers, at a coal-

fired generating plant impact upon utility's S02 allowances?

15

16

17

Installation of pollution control equipment, such as scrubbers, helps reduce SON emissions

once such equipment becomes operational. After the installation of scrubbers, therefore, a

utility may find that it has unused S02 allowances that can be sold.

18

19 Q,

20

How are APS' ratepayers paying for the cost of pollution control equipment at its

coal-fired generating plants?

21

22

23

A.

A.

A.

A. Ratepayers are paying a retune on such plant when it is included in rate base, and are also

paying for depreciation and other costs related to such plant as such costs are recognized

in operating expenses in a rate case.
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1 Q-

2

How are APS' ratepayers paying for the cost of S02 allowances related to coal-fired

generation?

3

4

According to APS' response to Staff 4.l2(e), the cost of S02 allowances is charged to

expense (Account 509, Allowances) when they are remitted to the EPA for the year. S02

allowances are remitted to the EPA to cover the amount of SO; emitted at the coal-fired

generating units.

5

6

7

8

9

10

11

Q- How are APS' ratepayers paying for the cost of coal used at its coal-fired generating

plants?

12

APS' ratepayers are paying for the cost of coal in the base cost of fuel. Ratepayers also

pay for fluctuations in the cost of coal as part of the total fuel and purchased power cost

changes when they are recognized in the Power Supply Adjustor mechanism.

13

14

15

16

Q- How was the treatment of a utility's S02 allowance sales gains raised by Staff in

another recent Arizona electric utility rate case?

17

18

19

20

21

22

A.

A.

A. Issues regarding the treatment of an electric utility's S02 allowance sales gains were

raised by Staff in the most recent rate case of Tucson Electric Power Company, in Docket

No. E-01933A-07-0402. Like APS, TEP has significant coal generation, and uses SO;

allowances. Issues raised by Staff in the TEP rate case included determining a normalized

amount of SON allowance sales gains as an offset to the utility's operating expenses, and

including annual fluctuations in the level of SON allowance sales gains in the utility's fuel

adjustment mechanism.
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1 Q- What amount of S02 emission allowance sales gains did APS reflect in the 2007 test

2

3

4

year?

For the 2007 test year, APS reflected SO; emission allowance sales gains of $339,353 (the

amount recorded in Account 411 .8) as a credit to expense.

5

6 Q. Have the amounts of gains on sale of SO; emission allowances fluctuated significantly

from year-to-year?7

8

9

10

Yes. The amount reflected by APS in the 2007 test year was the lowest level in the 2004

through 2007 period and was considerably lower than the amount from the prior year,

2006, as summarized in the following table:

11

12

13

Gain on
Disposition of

Property
Account 421 .1

CWIP
Account 107

14
$ 4,636,025 S 4,636,025

Year
2003
2004
2005
2006
2007
Total

$ 7,675,893 $ 7,675,893

Total
Gains firm

Disposition of
S02 Allowances
$ 137,398
s 13,232,714
S 532,107
S 21,863,333
$ 339,353
SB 36,104,905

Gains from
Disposition of

S02 Allowances
Account 411.8

$ 137,398
s 3,960,664
S 532,107
$ 6,511,547
$ 339,353
$ 11,481,069 $ 12,311,918 $ 12,311,918

15

16

17

18

19

2 0

21

22

The three year average for 2005-2007 is $7.578 million. The five year average for 2003-

2007 is $7.221 million.

Q-

23

Does the amount reflected by APS in the 2007 test year reflect a normal annual level

of S02 emission allowance sales gains?

24

25

26

A.

A.

A. No. The amount used by APS of $339,353 is significantly below the average of the five

year period, 2003-2007, of $7.221 million, and below the average for the three year

period, 2005-2007 of $7.578 million.
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1 Q- Please explain Staff Adjustment C-14.

2

3

4

5

6

7

8

This adjustment reduces expense by $6.882 million to reflect a normalized annual level of

SON emission allowance sales gains, based on an average of the information for 2003

through 2007, provided in response to Staff data request 4.12. The net effect of this

adjustment is to include a normalized amount of gain on the sale of SON allowances in the

determination of APS' base rate revenue requirement. In summary, Staff has reflected a

normalized annual amount of gains on the sale of SON allowances of $7.221 million. As

shown on Schedule C-14, the jurisdictional adjustment credits expensefor $6.714 million

to reflect a normalized level of gains on the sale of SO; emission allowances.9

10

11 Q-

12

13

Referring to the table of S02 allowance sales gains on Schedule C-14, which you had

also summarized above, was the $12.312 million from 2004 and 2006 credited against

CWIP by APS?

14 Yes. According to the accounting that APS was following in those years, APS credited

$12312 million Hom the 2004 and 2006 S02 allowance sales gains against CWIP. APS

also retained for its shareholders the other $12312 million of SO; emission allowance

sales gains from those years.

15

16

17

18

19

20

Q- If those amounts had already been credited against CWIP or retained by

shareholders in those years, why did you include them in a five-year average?

21

22

23

The total annual amounts of SO; emission allowance sales gains for each year in the

period 2003-2007 were included in the five-year average in order to detennine a

normalized annual amount prospectively for ratemaking purposes.

24

25

26

A.

A.

A.

Because APS' gains have fluctuated so significantly during this period, if significant

amounts are excluded from the analysis because of their prior accounting treatment, the



Direct Testimony of Ralph C. Smith
Docket No. E-01345A-08-0172
Page 87

average would not be representative of recent actual experience. The amount proposed as

a credit against O&M expense in base rates is intended to be representative of a

normalized level based on all of APS' S02 emission allowance sales gains, not just the

gains from the sale of SO; allowances that EPA withholds that are sold at auction, which

APS has recorded in Account 411.8, Gains from Disposition of Allowances

In other words, while average historical information for the five-year period 2003-2007

was used to determine a normalized level. the normalized level is intended to be

representative of average going-forward conditions and also reflects the prospective

discontinuance of gain-sharing for SON emission allowances that APS has employed in the

past

13 Q,

14

Why do you recommend discontinuation of the base-rate gain sharing of SO

allowance sales gains that APS described in its response to Staff data request 4.12?

20

There is no need for continuing base rate sharing of such gains, especially not 50 percent

Since that SO; gain sharing provision was originally implemented by APS, the Company

has been granted a much-improved fuel adjustment mechanism, under which it recovers

fluctuations in coal costs, and other fuel and purchased power costs. Additionally, SO

emission allowances are essentially time-limited permits to pollute, and need not be

treated like tangible utility plant for purposes of gain sharing. Consequently, it is not

necessary to apply the same gain sharing policy that would be applicable to a sale of

tangible utility plant, to SON emission allowance sales gains. The SO; allowances are

directly related to the burning of coal at the Company's coal-fired generation plants and

should be treated similar to a fuel cost. Indeed, the added cost of emissions (where the

emissions have a measureable cost, such as there is for SO; emissions) is typically added
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to the cost of fuel in determining the plant's variable fuel cost for purposes of system

dispatch

4 Q.

5

If some type of sharing of S02 emission allowance sales gains were determined by the

Commission to be appropriate prospectively, could that sharing be addressed in the

6

Yes. If some provision for  sharing of SON emission allowance sales gains is to be

provided for APS prospectively, it should be done in the context of the PSA, not base

rates. The PSA is where prospect ive fluctuat ions in coal costs  are recognized for

ratemaking purposes. Because the SO; allowances are directly related to the burning of

coal, if a sharing provision is going to be allowed going-forward, it should be incorporated

into the PSA and could be similar to the sharing provision provided for fuel and purchased

power costs.  The APS PSA currently employs a 90/10 sharing provision for fuel and

purchased power costs above or below the base cost of fuel (with certain exceptions). In

comparison with that provision, allowing shareholders to keep 50 percent of gains on SO

allowances would appear to be disproportionately generous to shareholders. As noted

above, Staff is not recommending sharing of SON allowance sales gains at this time

19 Q You mentioned that S02 emission allowances are directly related to the burning of

coal. Is Staff also recommending that a provision be included in the PSA for APS to

account for annual fluctuations in the amount of S02 emission allowance sales gains

Yes. As described in another section of my testimony, Staff also proposes that the PSA

for APS include a provision whereby fluctuations above or below the normalized level of

gains in the sale of SON' emission allowances that is reflected in the determination of APS

base rates. As explained in Staff witness Emily Medine's testimony in the recent TEP rate

case, the amount of S02 allowances available for APS to sell are related to the type and
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1

2

3

4

quality of coal burned at APS' generating units, as well as the emission control equipment

that has been installed at those units. Moreover, the price of S02 allowances can fluctuate

dramatically. As a result of consideration of factors such as these, Staff recommends that

a provision for reflecting annual fluctuations in the amount of gains in the sale of SON

emission allowances be incorporated into the PSA for APS. Additional details about the

specific PSA provisions Staff recommends related to S02 emission allowance sales are

described in the section of my testimony which addresses the PSA.

5

6

7

8

9

10

11

C-15 Base Cost of Fuel and Purchased Power

Q, What has APS proposed in the current case for the base cost of fuel and purchased

power?

12

13

14

APS proposes to increase the base fuel rate firm 3.25 cents per kph, that was authorized

by the Commission in Decision No. 69663, to 3.8783 cents per kph, based on a

projection APS had made of 2010 costs.

15

16 Q- What was APS' actual base cost of fuel for the 2007 test year?

17

18

19

20

For the test year ending December 31, 2007, APS' actual base cost of fuel and purchased

power expense was approximately 3.43 cents per kWh.7

Q- What is the basis for APS' requested base fuel rate?

21

22

APS' requested base fuel rate is based on a projection of 2010 fuel and purchased power

costs made by APS that used March 31, 2008 market prices. Details of APS' proposed

3.88 cents per kph are shown at Mr. Ewen's Attachment PME-4 and his workpapers23

24 PME_WP9. APS' 2010 forecast of fuel expense included assumptions for:

25 1. Increased electricity sales due to continued growth.

A.

A.

A.

7 This excludes the impact of non-cash fuel cost deferrals, per APS witness Ewen's direct testimony at pages 21-22 .
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1 2.

3.2

3

4

5

6

7

8

9

10

11

5.

6.

7.

Higher commodity market prices for natural gas and power.

Higher coal prices due to standard contract escalators.

Incr ea sed p r oduct ion a t  P a lo Ver de 3  a s  a  r esu l t  of  t he s t ea m gener a tor

replacement in December 2007.

Normalized maintenance and unplanned outage times.

Cancellation by Salt River Project ("SRP") of a capacity contract with APS.

Additional renewable resources consistent with the Company's Renewable Energy

Standard ("RES") requirements.

8. Miscellaneous items, such as broker fees, third-party wheeling expense, and short-

term and long-term capacity costs.

12

13

14

Using those assumptions, APS had projected $1.197 billion of fuel and purchased power

expense for 2010, offset by $8.547 million of off-system sales margin credit, for a net

retail fuel cost of $1.189 billion. Dividing this cost amount by 30,657 GWh of projected

native load sales for 2010 produced APS' requested base fuel rate of 3.8783 cents per

k p h .

15

16

17

18

19

20

Q- How much of an increase to test year fuel and purchased power expense has APS

proposed, related to its 2010 forecast?

21

22

23

24

APS proposed an increase to test year fuel and purchased power expense of $129649

million.8 In addition, APS has proposed to remove the effects of PSA fuel deferrals and

the deferred non-cash mark-to-market accounting entries from test year expense. The

combined effect of these adjustments is a pro forma increase to fuel and purchased power

expense of approximately $189 million, as shown on APS witness Ewen's Attachment

PME-6.25

A.

8 See, APS' filing at Schedule C-2, page 2, column 6, and APS witness Ewen's direct testimony at page 23.

4.
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1 Q How does APS' base cost of fuel interact with its Power Supply Adjustor ("PSA")

mechanism?

APS' PSA includes a 90/10 sharing provision for increases in certain fuel and purchased

power costs above the base cost of fuel and purchased power. APS' requested rate

increase includes approximately $183.9 million related to the Company's request to

incr ea se the ba se fuel  r a t e f r om 3 .25  cent s  per  kph,  tha t  was  au thor ized by the

Commission in Decision No. 69663, to 3.88 cents per kph. Under the 90/10 provision in

the PSA, approximately $170.0 million of that increase would have been charged to

customers under the provisions of APS' PSA. As explained by APS witness Ewen in his

direct testimony at page 20, concerning the impact of the Company's requested increase in

the base cost of fuel

This adjustment moves approximately $170 million out of future Power Supply
Adjustor ("PSA") recovery and into base rates (at Test Year sales levels). But for
the 90/10 sharing arrangement in the PSA, this would amount to no difference in
the revenues actually collected from customers. with that sharing arrangement
the impact of the increase in the base fuel rate amounts to $14 million of a net
increase in revenues, or less than half of one percent. Even so, it is important to
update the Company's base rates both so that the attendant impact on class rate
design can be accounted for and to avoid the 90/10 sharing becoming, in essence
an automatic 10% penalty
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1 Q How does APS attempt to update the base cost of fuel and purchase power in the

current case compare with the derivation of the base cost of fuel in APS' last rate

The methodology for deriving the new base cost of fuel appears to be similar, but the

projection period used by APS in the current rate case is further removed from the test

year. In its last rate case, Docket No. E-01345A-05-0816, a 2007 forecast of fuel was

utilized in conjunction with a test year ending September 30, 2005 for setting the base cost

of fuel. In the current rate case, APS proposes to use projected fuel costs for 2010 in

conjunction with a test year ending December 31, 2007. The APS forecast in the current

case extends three years beyond the test year, as opposed to 2.25 years in the last APS rate

case. This is of some concern because forecasts extending further into the future can be

less reliable, especially if economic conditions are changing significantly and in a manner

that may be difficult to accurately forecast

15 Q What are some of the changes that are currently being experienced that could

significantly affect a fuel forecast for 2009 or 2010?

Pr ices  for  oil  and r ela ted commodit ies ,  such a s  na tura l gas ,  have been dropping

significantly. The economy appears to be in a deepening recession that may have far more

serious consequences than anything the country has recently experienced. As a result of

these changes,  an updated fuel forecast  will be needed. These changing economic

conditions would also favor using a 2009, rather than a 2010, forecast for setting the base

cost of fuel
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1

2

Q- How has Staff revised APS' proposed base cost of fuel and purchased power at this

3

4

5

6

time?

In adjustment C-15,  I have removed APS' pro forma adjustment of $l29.649 million

related to projected 2010 fuel and purchased power expense and replaced it with $97332

million based on APS' most recent forecast of 2009 fuel cost. This adjustment decreases

APS' proposed fuel cost by $32,317 million.

7

8

9

10

Q- How have APS' fuel cost projections for 2009 changed since APS' PSA filing on

September 30, 2008?

As described in APS' response to Staff 17.6, filet costs have declined:

11

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26

On September 30, 2008, APS filed its preliminary estimate for the 2009 PSA
Forward and Historical Component Adjustors based on a forecast that assumed
August 29, 2008 forward market prices for natural gas and purchased power.
Based on our  la test  forecast  using September  30,  2008 market  pr ices,  2009
projected fuel and purchased power costs have decreased by approximately $10
million since the 9/30/08 PSA filing. The forecast based on 9/30/08 market prices
shows that 2009 natural gas and purchased power prices have declined for 2009
delivery by approximately 12% and 10% respect ively. We ha ve hedged
approximately 85% of our gas and power needs for 2009, leaving a reduction in
fuel and purchased power costs of approximately $17 million. Offsetting this
reduction is an increase in coal contract costs of approximately $6 million related
primarily to higher railroad surcharges and fuel costs at the coal mines. All other
changes are smaller than $5 million and net to a reduction of $1 million. APS is
required to tile on or before December 31512 an update to the adjustors and that will
be the basis for the February '09 adjustor.

27

28

29

Q-

30

Might a revision to the base cost of fuel and purchased power be needed if more

accurate fuel forecast information for 2009 becomes available at a later point in the

processing of the APS rate case?

31

32

A.

A.

A. Possibly. Staff is monitoring APS' PSA forecast filings and has requested APS to provide

a revised forecast. APS' response to Staff 17.6 indicated that an updated PSA forecast
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will be filed by December 31, 2008, and lower costs are expected. APS' response to Staff

24.2 states that the Company intends to update its fuel and purchased power forecast when

it tiles rebuttal in this proceeding.

C-16 Edison Electric Institute Dues

Q, Please explain your adjustment for Edison Electric Institute Dues.

A. This adjustment is shown on Schedule C-16 and reduces test year expense by $220,238 on

a total Company basis and $207,316 on an ACC jurisdictional basis. It reflects the

removal of 49.93% of EEl core dues, 15.02% of the EEl UARG dues and .40% of the EEl

USWAG dues.

Q, How does your adjustment for Edison Electric Institute Dues compare with APS'

proposed treatment of such dues?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

2 0

21

22

23

24

As noted above, my adjustment reflects removal of 49.93% of EEl core dues, 15.02% of

the EEl UARG dues and .40% of the EEl USWAG dues. APS indicated in its response to

Staff 6.77 on the workpaper designated Bates APSl2847, page 14, that it removed 20% of

the EEl core dues (apparently only the direct lobbying portion) and 40% of Industry

Structure Assessment dues. In response to Staff 13.15, the Company stated that it had

made a journal entry in August of 2007 whereby APS reclassified $31,000 from FERC

account 930.2 to FERC account 426.4, which is a "below the line" account. However,

when I recalculated the amounts on the referenced workpaper, I determined that the

Company actually removed only 16.67% of the EEl core dues and 28.57% of Industry

Assessment dues, or a difference of approximately $31,000 that should have been

A.

removed,but was not.
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1 Q- How did you determine the portion of EEl core dues that should not be charged to

2

3

4

5

6

7

8

ratepayers?

I obtained a classification by NARUC category for EEl Core Dues activities for the year

ended December 31, 2005. This is shown on Schedule C-6, page 2. EEl Core Dues

relating to the following activities should be excluded from rates:

Legislative Advocacy

Regulatory Advocacy

Advertising

9 Marketing

Public Relations10

11

12

13

The sum of EEl Core Dues activities for these NARUC categories totals 49.93 percent, as

shown on Schedule C-6, page 2.

14

15 Q. What is the purpose of the NARUC-designated categorization of EEl expenditures?

16

17

18

19

20

21

22

23

24

25

A.

A. The purpose of the NARUC-designated categorization of EEl expenditures is to provide

regulatory commissions with information that is useful in helping them decide which, if

any, of the costs of the association should be approved for inclusion in utility rates. Often,

state commissioners review the costs of the association charged or allocated to the utilities

in their jurisdiction in accordance with the policies of their commission for treatment of

costs directly incurred by the state's utilities for similar activities. Certain expense

categories may be viewed by some State commissions as potential vehicles for charging

ratepayers with such costs as lobbying, advocacy or promotional activities which may not

be to their benefit. The NARUC-designated categories of EEl expenditures are thus

intended to be helpful to state utility regulatory commissions.
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1 Q-

2

Was this same percentage for the EEl core dues disallowance recently used in any

other electric utility rate cases?

3 Yes. The Arkansas Public Service Commission in Docket No. 06-101-U, an Energy

4

5

6

7

Arkansas, Inc., rate case, in Order No. 10 (6/15/07) adopted a similar adjustment to reflect

the disallowance of 49.93 percent of EEl core dues. In addition, in a recent proceeding

before the Arizona Corporation Commission in Docket No. E-04204A-06-0783, a UNS

Electric, Inc., rate case, in Order No. 70360 dated May 27, 2008, the Commission stated in

8 waltz

9

10
11
12
1 3
1 4
15
16
17

"We agree with Mr. Smith 's assessment that the portions of the EE] dues
related to legislative and regulatory advocacy, advertising, marketing
and public relations should not be included in recoverable test year
expenses in this case. We believe Staff raises a valid point regarding the
nature ofEEI core dues, and whether a higher percentage of such dues
should be disallowed as related ro activities that are not necessary for the
provision of service to UNSE customers. We therefore adopt Staff's
position on this issue. "

18

19

This 49.93 percent disallowance of EEl core dues corresponds to the above-identified

activity categories.

20

21 Q- What is UARG?

22

23

24

25

26

27

UARG is the EEl Utility Air Regulatory Group, which EEl sometimes also refers to as the

"Separately Funded Activity" ("SFA") for Environment. This group, like the other EEl

separately funded activities (or "U-groups"), advocates the electric utility industry's views

before legislative, regulatory, and judicial bodies. Therefore, a portion of these costs

should not be borne by ratepayers. I recommend disallowing $10,436 on a total company

basis, and $10,251 on an ACC jurisdictional basis, of EEl UARG dues from the cost of

service.28

A.

A.

r
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1 Q Did you review information from EEl that indicates the non-deductible percentage

for UARG?

Yes. Previewed a letter dated July 28, 2008 from EEl that was addressed to its committee

members that states that 15.02% of such activities are non-deductible

EEl's letter  refers to UARG as the SFA for Environment.  EEl's invoices refer  to the

SOFA-Environment by its traditional designation, UARG. Association activities such as

lobbying and influencing legislation are considered a "non-deductible activity" for federal

income tax purposes. Accordingly, 15.02% of the UARG dues related to non-deductible

activity" are essentia lly costs for  lobbying and legisla t ive advocacy that  should be

disallowed for ratemaking purposes

13 Q Did the letter dated July 28, 2008 from EEl indicate the non-deductible percentage

for USWAG?

Yes. A por t ion of APS' EEl dues are for  the Utility Solid Waste Activit ies Group

("USWAG"). Per the July 28, 2008 letter from EEl referenced above, .40% of USWAG is

for non-deductible legislative advocacy expenses. I have removed .40% of APS' test year

EEl dues expense relating to USWAG

20

21

C-17 Depreciation Expense

Please explain Staff Adjustment C-17Q

This adjustment reflects the rejection of APS' proposed new amortization proposal for

Account 370.01, electronic meters. APS proposes  to more than t r ip le the annua l

depreciation/amortization for electronic meters, from $3,458,052 at current depreciation

rates, to $11,022,541 at a proposed "five year amortization" per its 2008 Depreciation

Study
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1 Q- Has APS discontinued the purchase and installation of electronic meters?

2 No. Electronic meters are not obsolete and APS has, in fact, been adding significant

3 amounts of new plant to Account 370.01 .

4

5 Q- What was the net plant balance at December 31, 2007?

6

7

As of December 31, 2007, the end of the test year, the plant balance, accumulated

depreciation, and net plant amounts were as follows:

8

Account 370.01, Meters-Electronic
Balances as of 12/31/07

9

Plant

Accumulated Depreciation
Net Plant

$
$
$

93,968,807
64,099,292
29,869,515

10

11 Q-

12

What was APS' rationale for tripling the annual depreciation or amortization

expense for Account 370.01, by attempting to impose on that account a new five-year

13 amortization?

14 Page 4 of the 2008 Depreciation Rate Study9 states that:

15

16

17

18

19

2 0

21

22

23

2 4

25

Amortization accounting is also recommended for Account 370.01 (Meters-
Electronic) and Account 370.02 (Meters-Electromechanical). APS has committed
to a program of replacing electronic and electromechanical meters with AMI
(Advanced Metering Infrastructure) meters by 2012. Accordingly, a 5-year
amortization period is recommended for Accounts 370.01 and 370.02. The current
projection life of 26 years for electronic meters is recommended for AMI meters
pending sufficient retirement experience to estimate service lives for AMI
metering technology. Reserve imbalances associated with the proposed meter
amortization accounts were distributed to the remaining depreciable accounts in
the Distribution plant function.

A.

A.

A.

9 See Attachment REW-1 to APS witness Dr. White's direct testimony.
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1 Q- Is there a need to distinguish between electronic meters in Account 370.01 and

electromechanical meters in Account 370.02'?2

3

4

Yes. Information on APS' additions and retirements of plant in Accounts 370.01 and

370.02 was presented in response to data request Staff 17.7.

5

6 APS has recently added and continues to add substantial investment in electronic meters,

Account 370.01, even beyond the test year, as explained in the responseto Staff 12.27(h).7

8

9

10

11

12

13

14

15

16

In contrast, APS does not plan on any additions for Account 370.02, electromechanical

meters. APS' response to Staff 12.27(f) indicates that an addition of $591,859 in 2006 in

Account 370.02 was an inadvertent error, which was fixed in 2008. APS' response to

Staff l2.27(h) states that for Account 370.02, APS does not plan on any additions. APS '

response to Staff data request l2.27(h) indicates that Account 370.02 contains "the older

meter types that will no longer be purchased." Consequently, subject to correcting for a

technical issue (described below), I have accepted APS' proposal to amortize the

remaining cost in Account 370.02, electromechanical meters over a period ending in 2012,

since those meters are of an older type and are no longer being purchased.17

18

19

20

21

However, such amortization treatment should not be applied to Account 370.01, electronic

meters, since those meters are not obsolete and, in fact, are still being purchased and

installed by APS in significant amounts.



370.01, Electronic Meters

Depreciation
Rate

1998 to March 2005: 4.54%
April 2005 to June 2007: 3.61%
July 2007 to present: 3.68%

370.02, Electromechanical Meters
1998 to March 2005: 4.54%
April 2005 to June 2007: 2.84%
July 2007 to present: 3.02%
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1 Q- What significant additions has APS made to the electronic meters account in recent

2

3 A.

years?

As examples, APS added $11,935,595 to this account in 2007 and another $11,953,122

had been added in 2005."4

Q- Is APS projecting further substantial additions to Account 370.01 in years beyond

5

6

7

8

9

10

the 2007 test year?

Yes. APS' response to Staff l2.27(h) states that APS estimates meter additions for

Account 370.01 of $12.5 million in 2008, $8.9 million in 2009 and $4.2 million in 2010.

1 1 Q- What depreciation rates has APS been using for Account 370.01 and 370.02?

12

13

14

15

16

The depreciation rates that APS has used for these accounts from 1998 through the present

were identified in the response to Staff 17.7(h) as follows:

17

18

19

20

2 1

22 Q.

23

How does APS' existing depreciation rate for electronic meters, Account 370.01,

compare with the depreciation being used by other Arizona electric utilities?

2 4

25

The present depreciation rate used by APS for Account 370.01, electronic meters, is

3.68%. Tucson Electric Power Company ("TEP") uses a depreciation rate of 2.99% for

A.

A.

A.

10 See Aps' response to staff 12.27(d).
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1

2

Account 370.00, Meters.H UNS Electric, Inc. ("UNSE") uses a rate of 3.11% for Account

370.00, Meters.12 TEP and UNSE do not  break out  their  investment in Meters into

3

4

5

6

separate sub-accounts. APS' existing 3.68% depreciation rate for electronic meters is

higher (i.e., produces more depreciation in each year) than the recently approved revised

rates being used by TEP and UNSE in Docket Nos. E-01933A-07-0402 and E-04204A-

06-0783, respectively.

7

8 Q-

9

10

11

APS is proposing to substantially increase - essentially to triple - the annual

depreciation or amortization expense for Account 370.01, electronic meters. You

mentioned the depreciation rates for Meters, Account 370, that were authorized for

TEP and UNSE in their most recent rate cases. How were the then-existing

12 depreciation rates for Meters changed in the last TEPand UNSE rate cases?

13

14

15

In Docket No. E-01933A-07-0402, TEP's depreciation rate for Account 370, Meters, was

reduced from 3.79% to 2.99%.13 In Docket No. E-04204A-06-0783, UNSE's depreciation

rate for Meters was reduced from 3.25% to 3.11%. These reductions in the depreciation

16 rate for Meters for the other two Arizona electric utilities contrast with APS' proposal for

17 a substantial increase.

18

19 Q. What other concerns does Staff have regarding APS' proposed five-year

20 amortization of electronic meters?

21

22

The assumption underlying APS' proposal for a five-year amortization of Account 370.01

is that APS will totally replace all electronic meters with AMI meters by 2012. However,

A.

See, e,g., Docket No. E-01933A-07-0402, direct testimony of TEP witness, Dr. Kimbugwe Kateregga, Exhibit
KAK-1, 2007 Depreciation Rate Study, page 60.
12 See, e.g., Docket No. E-04204A-06-0783, direct testimony of UNSE witness, Dr. Ronald White, Exhibit REW-2,
2006 Depreciation Rate Revenue, page 15.
13 See, Ag., Docket No. E-01933A-07-0402, direct testimony of TEP witness, Dr. Kimbugwe Kateregga, Exhibit
KAK-1, 2007 Depreciation Rate Study, page 60. Cost of removal for distribution plant was broken out as a separate
depreciation rate component in the approved depreciation rates. TEP's existing depreciation rate for Meters prior to
Docket No. E-01933A-07-0_02 had included a provision for negative net salvage.

A.

11
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1

2

3

4

5

6

APS has not demonstrated that it is economical, cost-effective or even prudent to purchase

and then replace electronic meters within only a few years of their initial installation.

Moreover, electronic meters that are new or only a few years old should have significant

salvage value, yet APS has not reflected salvage value for electronic meters in its

proposed amortization. Because of such reasons, APS' proposed five-year amortization of

electronic meters should be rejected.

7

8 Q~ How should APS' proposed amortization for Account 370.01 be adjusted?

9

10

11

12

The existing depreciation rate of 3.68% should be applied. As shown on Schedule C-17,

this produces annual depreciation of $3,458,052 APS' proposal for $11,022,541 of

amortization expense for this account should be rejected. The jurisdictional adjustment

reduces depreciation expense by $7,510,032.

13

14 Q.

15

Should the issue of APS' meter replacement program and its impact on Account

370.01, electronic meters, be reviewed in APS' next rate case?

16

17

18

19

20

21

22

Yes. The issue of APS' meter replacement program and its impact on Account 370.01,

electronic meters, should be reviewed in APS' next rate case. APS should be directed to

present evidence demonstrating that its continuing purchase and installation of tens of

millions of dollars of electronic meters each year in conjunction with its apparent plans to

then replace them within a few years with more advanced "smart meters" is economical,

cost-effective and prudent. APS should also be directed to present information necessary

to re-evaluate the depreciation rate for Account 370.01, electronic meters, at that time.14

A.

A.

This need not take the form of a complete new depreciation rate study, but could be in the form of a Technical
Update, focusing on Account 370 (and any other accounts that had experienced significant changes)
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1 Q Do you have a technical concern with the amount of amortization proposed by APS

for Account 370.02. electromechanical meters?

Yes. As shown on Schedule C-17, as of December 31, 2007, the amount of net plant in

that account, according to APS' depreciation study and rate filing, is $354,829. APS has

indicated that it is not adding to that account. Amortizing that remaining amount over five

years produces an annual amortization allowance of $70,966, whereas APS' proposed

annual amortization amount is EB l01 ,025

9 Q How would you recommend that this concern regarding the derivation of the

annualized amount of amortization for Account 370.02.. electromechanical meters. be

resolved in the current APS rate case

During the course of processing the current APS rate case, the net depreciated balance for

Account 370.02 as of December 31,  2008 should be available. APS is  not  adding

a ddi t iona l  p la nt  t o  t h i s i.e., A P S  i s  n o t  p u r c h a s i n g  a n y  mo r e

electromechanical meters. One way of deriving a reasonable amortization for this account

would be to have the net plant balance as of December 31 , 2008 (i.e., Plant less the related

Accumulated Depreciation) be amortized over the four-year period 2009-2012. Doing

that would result in a normalized amount of amortization relating to this account being

reflected in the rates established in this proceeding

sub-account,

21

22

C-18 Legal Expense

Q Please explain Adjustment C-18

In response to data request Staff 23.6, APS indicated that legal expenses referred to as

Commercia l Mat ter  #7" were r ela ted to the turbine purchase agreement  and the

engineering, procurement and construction agreement for the Yucca Plant expansion

APS further stated that these expenses should be removed from test year expenses and
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capitalized as part of the Yucca Plant Units 5 and 6 construction project. I have removed

these legal expenses from APS' cost of service and have included them in rate base as it

relates to Yucca Plant Units 5 and 6 (see discussion above regarding Schedule B-5)

5 Q- Did you remove any other legal expenses from APS' test year cost of service?

Yes. In response to data request Staff 23.9, APS indicated that legal expenses referred to

as "General Corporate Matter #2" related almost exclusively to SucCor, a non-regulated

affiliate, and such expenses should have been charged directly to SucCor. Therefore, I

have removed these legal expenses from APS' cost of service

11 Q What is your total adjustment to legal expense

As shown on Schedule C-18,  I  have reduced legal expense by $127,553 on a  tota l

Company basis and $119,844 on an ACC jurisdictional basis

15

16

C-19 Fly Ash Sales Revenue

Q Please explain Adjustment C-19

20

APS' coal-fired generating plants produce fly ash. APS sells the fly ash and receives

revenue for it. APS records the revenue in Account 501.0 from the sale of fly ash from

the Four Corners and Navajo plants. APS records the revenue in Account 502.0 for sales

of fly ash from the Cholla generating plant. As explained in APS' response to Staff 23.5

the revenue received from the sale of fly ash is recorded to Accounts 501 and 502 and

reduces the revenue requested from ACC jurisdictional customers. APS has included

legal expense in the test year related to contracts to sell fly ash

See, e.g., APS response to Staff 18.5, Commercial Matter #3
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Subsequent to the test year, there have been changes to the price terms of two of APS' fly

ash sales contracts. As explained in APS' response to Staff 26.6(c )

The October 2008 YTD amount in account 5020 is significantly higher than 2007
YTD primarily due to adjustments per the new Cholla Fly Ash Agreement
effective April 1, 2008. The new agreement increased the minimum contract price
for Cholla fly ash sales from $7/ton to $12.50/ton. It also retroactively increased
the sales price to the greater of $12.50/ton or the pro~rated Annual Revenue Share
Amount for the period between June l, 2006 and December 31, 2007

The 79 percent increase in the sales price per ton reflects the current contract. A

normalization adjustment is necessary to reflect the current contract price. Staffs

recommended normalization adjustment is reflected on Schedule C-19

As explained in APS' response to Staff 26.6(d), there was also a decrease in the minimum

contract price per ton for Four Corners fly ash sales, from $7/ton to $6.25/ton. The new

Four Corners Fly Ash Agreement became effective April 1, 2008. This mown change in

the price per ton should be reflected in a normalization adjustment and is incorporated as

part of Staff Adjustment C-19. A nonnalization adjustMent for fly ash sales from the Four

Corners plant has also been incorporated into Staff Adjustment C-19, to reflect the new

contract minimum price per ton, which is lower than the 2007 test year sales price per ton

As shown on Schedule C-19, the adjustment to normalize revenue from fly ash sales

increases total revenue by $1.149 million and increases ACC jurisdictional revenue by

$1.129 million
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2 Q

THE COMPANY'S PROPOSED DEPRECIATION RATES

Please provide some background for the request that APS has made in the current

proceeding as it relates to the Company's depreciation rate proposals

In a  p r evious  AP S  r a t e ca se,  Docket  No.  E-01345A-03-0437 ,  AP S  pr esented a

depreciation study prepared by Gannett Fleming, Inc. The study contained recommended

remaining life depreciation accrual rates as of December 31, 2002, and was attached to

APS witness Laura Rockenberger 's direct testimony in that proceeding as Attachment

LLR-4. A witness on behalf of the Staff; Michael Majoros, in that case raised a number of

significant issues concerning the depreciation rates that had been proposed by APS. A

settlement was ultimately reached among APS, Staff and other parties in Docket No. E

01345A-03-0437. That settlement provided as follows concerning Depreciation issues

33. APS has agreed to adopt Staffs proposed service lives as set

forth in Staff's direct testimony, including the service lives proposed by

Staff for the PWEC Assets. The Parties further agree that APS shall be

allowed a jurisdictional net salvage allowance as reflected in APS' direct

testimony

34. The attached Appendix A set forth the remaining service lives

net salvage allowance, annual depreciation rates, and reserve allocation for

each category of APS depreciable property agreed to by the Parties for

purposes of this proceeding and authorized by the Commission's approval

of this agreement

35. APS will separately record and account for net salvage such

that  it  can be identified both as a  component  to annual deprecia t ion

expense and in accumulated reserves for depreciation
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36. Amortization rates currently in effect, which are shown in

Appendix A are to remain in effect

37. For purposes of this proceeding, the Parties agree that SFAS

143 shall not be adopted for ratemaking purposes

Appendix A from Decision No. 61744 contained the detailed depreciation rates by account

that the parties agreed to in their stipulation in that APS rate case

9 Q What did Commission Order 61744 state with respect to the depreciation rates?

Commission Decision No. 61744, at page 19, stated as follows concerning Depreciation

The Settlement Agreement adopts Staffs recommended service lives

and Appendix A to the Settlement Agreement sets forth the remaining

service lives, net salvage allowance, annual depreciation rates, and reserve

allocation for each category of APS depreciable property as agreed to by

the parties. The parties agree that the Statement of Financial Accounting

Standards ("SFAS") 143 will not be adopted for raternaking purposes

19 Q How were APS' depreciation rates modified in its last rate case, Docket No. E

01345A-05-0816?

In its last rate case, APS' depreciation rates were modified in a technical update sponsored

by APS witness Dr. White. In that case, I concluded that the depreciation rates proposed

by APS were developed in a manner that is consistent with the Commission's rules for

depreciation rates. The net change in percentage terms resulting from APS' technical

update in composite terms was fairly small, an increase of 0.06 percentage points for APS

plant and a decrease of 0.20 percentage points for plant that APS acquired from PWEC
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1 Q- What Commission rules address the treatment of depreciation?

2

3

4

5

6

7

8

The Commission's rules at R14-02-102 address the treatment of depreciation. A copy of

these rules are presented, for ease of reference, in Attachment RCS-4. The current version

of the rules appear to have been adopted effective April 9,  1992. This pre-dates the

adoption of Statement of Financial Accounting Standards No. 143, "Accounting for Asset

Retirement Obligations" which has resulted in revisions for financial reporting purposes,

among other things, of the presentation of cost of removal information. I discuss SFAS

No. 143 in more detail subsequently in my testimony.

9

10 Q- Please discuss the Company's proposed depreciation rates and how they were

11 derived.

12

13

14

15

16

17

18

19

20

21

The new depreciation rates proposed by APS are summarized in Company witness Dr.

White's testimony and are shown in detail in his exhibit, Attachment REw-l. APS' new

depreciation rates are the result of a complete depreciation study prepared by Dr. White's

f irm,  Fos ter  Associa tes ,  Inc. ,  ent i t led "2008 Deprecia t ion Ra te S tudy" which is

Attachment REW-1 The Company's proposed rates were developed using a depreciation

system composed of the straight-line method, vintage group procedures and remaining

life technique. APS has developed its proposed depreciation rates for production facilities

by unit and by type of plant in service at each unit.  This appears consistent with the

development of depreciation rates for APS that was accepted by the Commission in a prior

APS' rate case, Docket No. E-01345A-03-0437.

22

23

24

APS' proposed depreciation rates also reflect a redistribution of recorded reserves. It is

genera lly considered appropr ia te and consistent  with group deprecia t ion theory to

A.

A.

16 The change from broad group to vintage group is recommended by Forster Associates to better achieve the goals
for depreciation accounting. Currently, APS is using a depreciation system composed of the straight-line method,
broad group procedure, remaining life technique for all plant categories, as accepted by the Commission in Docket
No. E-01345A-03_0437.
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1

2

3

4

5

6

periodically redistr ibute or  rebalance recorded reserves among the var ious pr imary

accounts based upon more current estimates of retirement dispersion and net salvage rates.

Depreciation rates adopted for APS in Docket No. E-01345A-03-0437 were derived from

rebalanced reserves obtained from a different set of parameters from those used in the

formulation of the settled remaining life depreciation rates. Reserves were rebalanced in

the 2005 technica l update and approved in Docket  No.  E-01345A-05-0816. The

rebalancing of reserves in the 2008 study reestablishes consistency between measured

service imbalances as of December 31, 2007 (the end of the test year) and the parameters

used in the formulation of the new remaining life accrual rates.

7

8

9

10

11

12

13

14

15

16

17

APS' new depreciation rates also include amortization accounting for various general

plant accounts and for two distribution meter accounts. APS has committed to a program

of replacing electronic and electromechanical meters (Accounts 370.01 and 370.02,

respectively) with Advanced Metering Infrastructure by 2012. APS is requesting a five-

year amortization period for the costs remaining in Accounts 370.01 and 370.02. Dr.

White explained the benefits of amortization accounting for these accounts at page 13 of

his testimony as follows :

18

19
20
21
22
23
24
25

Adoption of amortization accounting for the general plant categories will
relieve APS of the burden to maintain detailed plant records for numerous
plant items in which the unit cost is small in relation to the cost of tracking
the disposition of the assets. Amortization of the metering accounts will
eliminate the need [for] further asset tracking of these two closed-end
plant accounts.

26 Q- What impact do the new depreciation rates proposed by APS have?

27

28

29

A. As summarized on page 13 of Dr. White's testimony, based on December 31, 2007 plant

inves tment ,  the new deprecia t ion r a tes  proposed by APS for  APS plant  decrease

depreciation expense by $9,125,646 (from $290.860 million at present rates to $281,734
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million at APS' proposed rates).

depreciation rate reductions for 98 accounts and increases for 75 accounts

Of the 173 plant accounts studied, APS proposes

On a composite basis"', the Company's proposed new rates for APS plant produce a

decrease of 0.09 percentage points, from the current composite rate of 2.939

composite at new rates of 2.849

8 Q Before discussing specific issues associated with APS' proposed depreciation rates

could you please provide your understanding of  some basic depreciation

terminology

Yes. of course

13 Q What is depreciation

The Commission's rules at R14-2-l02(A)(3) define "depreciation" as "an accounting

process which will permit the recovery of the original cost of an asset less its net salvage

over the service life

18 Q What is net salvage

The Commission's rules at R14-2-l02(A)(5) define "net salvage" as "the salvage value of

property less the cost of removal

22 Q What is "salvage value"?

The Commission's rules at R14-2-102(A)(5) define "salvage value" as

See, e.g., Attachment REW-1, 2008 Depreciation Rate Study, page 5
APS does not apply its depreciations on a composite basis, this infonnation is for comparative ptuposes only
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1
2
3
4

"the amount received for assets retired, less any expenses incurred in
selling or preparing the assets for sale, or if retained, the amount at which
the material recoverable is chargeable to materials and supplies, or other
appropriate accounts."

5

6 Q- What is the "cost of removal"?

7 The Commission's mies at R14-2-102(A)(5) define the "cost of removal" as "the cost of

8 abandoning of physical assets,

9

demolishing, dismantling, removing, tearing down, or

including the cost of transportation and handling incidental thereto.77

10

11 Q- What is depreciation expense?

12

13

14

15

16

17

Depreciation expense is a charge to operating expense to reflect the recovery of

depreciable utility plant. Depreciation rates are applied to a utility's depreciable utility

plant to determine the amount of depreciation expense. Public utility depreciation expense

is typically straight-line over the service life which results in an equal share of the cost of

assets being assigned or allocated to expense each year over the service life of the assets.

A service life is the period of time during which depreciable plant and equipment is in

S€I'vicc.1918

19

20 Q. What is depreciable utility plant?

21

22

23

24

25

Public utilities record their plant investment activity in the individual plant accounts set-

forth in the Federal Energy Regulatory Commission's ("FERC") Uniform System of

Accounts ("USOA"). Plant additions, retirements and balances are maintained by plant

account. An annual addition is the original cost of plant added to the account during the

year. A retirement is recorded in the plant account by removing the original cost of a prior

A.

A.

A.

19 National Association of Regulatory Utility Commissioners Public Utility Depreciation Practices, August, 1996,
("NARUC Depreciation Manual"), p. 321. Also, Commission Rule R14-2-102, which defines "service life" as "the
period between the date an asset is first devoted to public service and the date of its retirement from service."



Amount
Dr. (Cr.)Account Description

403 Depreciation Expense $ 1,000
108 Accumulated Depreciation $ (1,000)

To record depreciation

various Payroll Expense $ t,000
131 Cash $ (1,000)

To record payroll expense
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1 addition when such plant is removed from service. The plant balance is what is left at the

2 end of an accounting period after accounting for additions and retirements.

3

4 Q, How is the annual depreciation expense calculated?

5

6

Annual depreciation expense, called an accrual, is calculated by applying a depreciation

rate to plant balances.

7

8 Q. Is the depreciation accrual a cash expense?

9 No. Depreciation is considered a non-cashexpense.

10

11 Q- Please explain the distinction between a cash and non-cash expense.

12

13

14

15

16

17

18

19

Depreciation expense is considered a non-cash accrual. This contrasts with payroll

expense, for example, which involves the current outlay of cash. Depreciation expense

does not involve a specific payment during the test-year. Both depreciation and payroll are

included as expenses in the income statement and revenue requirement, but no cash flows

out of the company for depreciation expense. Instead of reducing the cash account,

depreciation expense is recorded on the income statement as an expense and is

simultaneously recorded on the balance sheet in the accumulated depreciation account,

which is shown as an offset to plant in service. The following accounting entries illustrate

20 the difference:

21

A.

A.

A.
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1 Q What is the Accumulated Depreciation account?

Accumulated Depreciation,  Account 108 in the USOA, is a  record of the previously

recorded depreciation expense. At any point  in t ime,  the accumulated depreciat ion

account represents the net accumulated amount of the original cost of assets and net

salvage that has been recovered to date. From a regulatory perspective, Accumulated

Depreciation can be considered a measure of the depreciation recovered from ratepayers

Commission Rule R14-2-102 defines "accumulated depreciation" as "the sum of the

annual provision for depreciation from the time that the asset is first devoted to public

service

11 Q How does depreciation expense impact a utility's revenue requirement?

Annual deprecia t ion expense is  a  cost  that  is  included in a  public ut ility's  revenue

requirement. Because public utilities tend to be capital intensive, depreciation expense

can be a significant component of the utility's revenue requirement

16 Q What is the objective of depreciation expense

From a regulatory perspective, the objective of public utility depreciation is straight-line

capital recovery. This is accomplished by allocating the original cost of assets to expense

over  the lives of those assets through the application of depreciation rates to plant

balances. Additionally, many state regulatory commissions, including the ACC, have

allowed utilities to recover through the commission-authorized depreciation rates, the

utility's estimated future cost of removal, which is part of the net salvage component of

the depreciation rates



Year

Annual

Depreciation
Expense

End-of-Year

Accumulated
Depreciation

1 $ 100,000 $ (100,000)
2 $ 100,000 $ (200,000
3 $ 100,000 $ (300,000)
4 $ 100,000 $ (400,000)
5 $ 100,000 $ (500,000)
6 $ 100,000 $ (600,000)
7 $ 100,000 $ (700,000)
8 $ 100,000 $ (800,000)
9 $ 100,000 $ (900,000)
10 $ 100,000 $ (1,000,000)

TOTAL $ 1,000,000
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1 Q Please illustrate how depreciation rates are developed

The following calculation shows a straight-line whole-life depreciation rate assuming a

10-year average service life and a $1 million plant investment, and the whole life method

Each year the 10% depreciation rate would be applied to plant in service to produce an

annual depreciation expense and an entry to accumulated depreciation

Straight-Line Whole-Life Depreciation Rate
Assuming $1 Million Investment and a 10-Year Life
Depreciation Rate: 100% I 10 Years = 10% Per Year

9 Q- What happens at the end of an asset's life under this scenario

All things equal, at the end of 10 years, the plant balance will be 100% (or $1 million)

and the accumulated depreciation balance will also be 100% (also $1 million). This

equality is important to understanding issues relating to the cost of removal/negative net

salvage

15 Q What is negative net salvage

Negative net salvage is the difference between any salvage value and the cost of removal

of the asset after completion of its service life. If the cost of removal exceeds the salvage

amount, this produces negative net salvage. In this testimony I will use the terns negative



Year

Annual
Depreciation

Expense

End-of-year
Accumulated
Depreciation

Annual
Negative Net

Salvaqe Charge

FAS 143
Regulatory

Liabili
1 $ 100,000 $ (100 OOO) $ 55,000 $ (55,000
2 $ 100,000 $ (200 OOO) $ 55,000 $ (110,000
3 $ 100,000 $ (300 OOO) $ 55,000 $ (165,000)
4 s 100,000 $ (400 OOO) $ 55,000 (220,000)$
5 $ 100,000 $ (500,000) $ 55,ooo $ (275,000
6 $ 100,000 $ (600,000) $ 55,000 $ (330,000
7 $ 100,000 $ (700 OOO) $ 55,000 $ (385,000)
8 $ 100,000 $ (800 OOO) $ 55,000 $ (440,000
g $ 100,000 $ (900 OOO) $ 55,000 $ (495,000
10 $ 1 00,000 $ (1,000,000) $ 55,000 $ (550,000

TOTAL $ 1,000,000 $ 550,000
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1

2

net salvage and net cost of removal interchangeably. The ratemaking treatment of

negative net salvage was raised as an issue by a Staff witness (Mr. Majoros) in a prior

3 APS rate case, Docket No. E-01345A-03-0437. Negative net salvage can have a

4 significant impact on a utility's depreciation rates and revenue requirement.

5

6 Q- What happens if estimated future negative net salvage is included in the calculation?

7

8

Assume a negative 55 percent (-55%) net salvage ratio. The above whole-life example

with a 55% value for negative net salvage is as follows:

9
Straight-Line Whole-Life Depreciation Rate
Assuming $1 Million Investment, a 10-Year Life
And Negative Net Salvage of 55%
Depreciation Rate: [100% - (-55%)] I 10 Years = 15.5% Per Year

10

11

12

13

In this example, negative net salvage increases the resulting whole-life depreciation rate

from 10% to l5.5%, i.e., by 55%. This increase results from the inclusion of estimated

future net cost of removal, including estimated future inflation.

14

15 Q~ Please explain the "FAS 143 Regulatory Liability" column in the above example.

16

17

18

Because the Company has no current legal obligation to pay the estimated future inflated

cost of removal (negative net salvage) amounts (i.e., has no asset retirement obligation),

the excess amounts recovered through depreciation rates are accumulated in a regulatory

19

A.

A.

liability account for financial reporting purposes, pursuant to Statement of Financial
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Accounting Standards No. 143. (SFAS 143) I will explain certain provisions in SFAS

143 that require such treatment in more detail later in my testimony

4 Q- Why does negative net salvage increase the depreciation rate?

It  increases the depreciation rate because negative salvage is,  in effect,  added to the

original cost of the plant. Instead of l00% (which represents the original cost of assets)

the numerator becomes 155%. This is equivalent to capitalizing or adding the estimated

cost  of removal to the or iginal cost  of the asset . In the above example,  instead of

recovering the original plant cost of $1 million, the depreciation rates would recover $1.55

10 million

12 Q- What happens at the end of life under this scenario

The plant balance will be 100% but the sum of the accumulated depreciation balance and

the regulatory liability account will be 155%. Consequently, unlike the "zero net salvage

scenario" shown above, when negative net salvage is included in a depreciation rate, there

will not be an equality of plant and reserve at  the end of an asset 's  life because the

Company will have charged more depreciation than it paid for the original cost of the

asset. Under these circumstances, equality will only be achieved if the Company actually

spends additional money at the end of the asset's life

21 Q Is the Company required to pre-collect from ratepayers estimated future amounts of

money that it might spend at the end of plant useful life?

While for  some of its  assets APS has no current  legal liability to spend money for

estimated future cost of removal, the Commission rules at R14-2-l02(B)(3) state that

The cost of depreciable plant adjusted for net salvage shall be distributed in a rational and

systematic manner over the estimated service life of the plant." As discussed above, the
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1

2

Commission's rules define "net salvage" to include the cost of removal. Consequently, I

conclude that the Commission's rules contemplate that cost of removal should generally

3 be included in the utility's depreciation rates.

4

5 Q-

6

7

If the Company does incur an obligation at the end of an asset's service life that

requires spending money for removal, can the Company take the money out of

accumulated depreciation?

8

9

10

11

No. Accumulated Depreciation is an unfunded account. Even though the Company

collected money from ratepayers for future removal cost that had been included in past

depreciation rates, it will have already spent that money on whatever it chose in the past:

salaries, dividends, etc.

12

13 Q- Please explain the concept of remaining life depreciation.

14 The remaining life technique is similar to the whole-life technique, but it incorporates

15 accumulated deprecia t ion into the numerator  of the

16

A.

A.

equation,  and the denominator

becomes the remaining life rather that the whole life of the asset.



Year

Annual
Depreciation

Expense

End-of-Year
Accumulated
Depreciation

3 $ (300,000
4 $ 100,000 $ (400,000)
5 $ 100,000 $ (500,000
6 $ 100,000 $ (600,000)
7 $ 100,000 $ (700,000)
8 $ 100,000 $ (800,000
9 $ 100,000 $ (900,000
10 $ 100,000 $ (1,000,000)

TOTAL $ 700,000

Year

Annual
Depreciation

Expense

End-of-year
Accumulated
Depreciation

Annual
Negative Net

Salvage Charqe

FAS 143
Regulatory

Liability
3 $ (300,000) $ (165,000
4 $ 100,000 $ (400,000) $ 55,000 $ (220,000
5 $ 100,000 $ (500,000) $ 55,000 $ (275v000
6 $ 100,000 $ (600,000) $ 55,000 $ (330,000)
7 $ 100,000 $ (700,000) $ 55,000 $ 385,000
8 $ 100,000 $ (800,000) $ 55,000 $ (440,000
9 $ 100,000 s (900,000) $ 55,000 $ (495,000)
10 $ 100,000 $ (1 000,000) $ 55,000 $ (550,000

TOTAL $ 700,000 $ 385,000
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1 Q- What happens when accumulated depreciation is incorporated into the numerator of

the basic depreciation calculation?

If the 10-year asset is 3 years old, its remaining-life would be 7 years (10 - 3

accumulated depreciation account would be 30% of the original cost because the 10%

7). The

deprecia t ion ra te would have been applied for  three years  (3 x 109

remaining life depreciation rate would then be 10%. calculated as follows

m).  The

Straight-Line Remaining-Life Depreciation Rate
Assuming $1 Million Investment and a 10-Year Life
Depreciation Rate: [100% - 30%] I [10 - 3 Years] = 10% Per Year

Under the example with the assumed 55% negative net salvage, and a 7-year remaining

life, the results would be a 15.5% depreciation rate, as shown below

Straight-Line Remaining-Life Depreciation Rate
Assuming $1 Million Investment, a 10-Year Life
And Negative Net Salvage of 55%
Depreciation Rate: [(100% - (-55%)) . (3 x 15.5%)1 I [10 . 3 Years]
Depreciation Rate: [(108.5%) ] I [7 Yearsf = 15.5% Per Year

% Per Year
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1 Q- Why would the whole-life depreciation rate in the example with negative net salvage

and the remaining life depreciation rate in the negative net salvage example both be

15.5 percent?

In these examples, the remaining life depreciation rate and the whole-life depreciation

rates are the same (15.5 percent) because I have assumed that the accumulated

depreciation account is in balance, In other words, based on a continuation of the

fundamental parameters, i.e., the 10-year service life and the negative 55% net salvage

ratio, exactly the right amount of depreciation has been charged and collected in the past

10 Q What would happen if either of these fundamental parameters were to change

If either the service life or net salvage parameter changes during the life of the plant, the

accumulated depreciation account will be out of balance, and the remaining life rate will

be either higher or lower than the whole-life rate depending on the direction of the

imbalance. That is because the Company will have collected either too much depreciation

or not enough depreciation in the past, given the current estimates of lives or future net

salvage. The difference between the actual amount recovered, as included in the book

depreciation reserve, and a theoretical estimate of what should be in the book reserve, is

called a "reserve imbalance." The remaining life technique is often used to deal with such

reserve imbalances

21 Q Since the last revision to the Commission's rules regarding the treatment of

depreciation, has a significant accounting pronouncement been issued?

Yes. As noted above, it appears that the Commission's rules concerning the treatment of

depreciation were last revised and became effective April 9, 1992. Since that date

Generally Accepted Accounting Principles (GAAP), specifically SFAS 143, highlight the

amounts associated with estimated future cost of removal for which no current legal



Direct Testimony of Ralph C. Smith
Docket No. E-01345A-08-0172
Page 120

1

2

obligation exists and require that they be reported as Regulatory Liabilities for financial

reporting purposes. A regulatory liability can be viewed as an amount owed to ratepayers.

3

4 Q. What is SFAS 143?

5

6

7

8

9

10

11

12

13

14

The Financial Accounting Standards Board ("FASB") is a standards-setting body for the

public accounting profession. In June 2001, the FASB promulgated Statement of

Financial Accounting Standards No. 143 ("FAS l43"). This pronouncement addresses the

appropriate accounting for long-lived assets. It is effective for all fiscal years beginning

after June 15, 2002. However, earlier application was encouraged. Pursuant to SFAS 143,

all companies, both unregulated (e.g., Walmart) and regulated (e.g., APS) must review all

of their long-lived assets to determine whether or not they have actual legal obligations to

remove retired assets. For some plant and equipment, companies have a legal obligation to

remove the asset at the end of the service life. These legal obligations for future removal

are called asset retirement obligations ("AROs"). For other assets, no such obligation

exists.15

16

17

18

19

20

21

If a company does have an ARO, the fair value of the future retirement cost, which is

determined using net present value techniques, is considered to be part of the original cost

of the asset. That ARO is therefore capitalized (included in the original cost) and

depreciated over the life of the asset. In essence, if a Company incurs a legal liability to

spend money to remove an asset at the end of its life, that liability is part of the cost of the

22 asset.

23

24

25

A.

In contrast, if a company does not have such legal obligations, the future cost of removal

will not be capitalized as part of the asset cost and will not be included in depreciation
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expense. Only the initial cost of the asset (which does not include estimated inflated

future cost of removal for which no current liability exists), will be depreciated

At the end of the asset 's life,  for assets without AROs, the accumulated depreciation

account will equal the plant balance. In other words, under SFAS 143, there is symmetry

between assets with and without AROs. In both cases, the accumulated depreciation will

equal the original cost of the asset at the end of its life

9 Q How are AROs measured?

AROs are measured at their net present value, not their inflated future value

12 Q How are AROs recorded for accounting purposes

As stated above, AROs are capitalized as a cost of the related asset and simultaneously

recorded as a liability for those companies with a legal obligation to remove a retired

asset. To illustrate, assuming an ARO of $500, the $500 would be debited (i.e., added) to

plant and simultaneously credited (i.e., added) to the regulatory liability account. Each

year, as the liability increases due to inflation, the increase is charged to accretion expense

and credited to the liability, but the asset value remains the same. In other words, just as

the original cost of the asset does not increase, neither does the capitalized asset retirement

22 Q-

23

What happens if a company does not have an asset retirement obligation pursuant to

SFAS 143?

If a company does not have such obligations, the estimated future inflated cost of removal

is not  considered as a  cost  of the asset .  and therefore it  will not  be included in the

company's depreciation expense on its general purpose financial statements. SFAS 143
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1

2

3

therefore, unbundles net salvage from depreciation rates. It does this in two ways: (1) by

incorporating the net present value of an ARO in the cost of the asset, or (2) by excluding

non-AROs from the depreciation rate calculations.

4

5 Q- What is the accounting impact of SFAS 143 for electric utilities?

6

7

8

9

10

11

12

13

14

15

Under Generally Accepted Accounting Principles ("GAAP"), electric utilities are required

to review all of their assets to determine if they have any AROs. If a utility has any AROs,

they are capitalized. Paragraph B73 of SFAS 143 provides an exception for regulated

utilities, which allows them to continue to incorporate net salvage factors ("non-legal

AROs") in depreciation rates even if they do not have AROs. Utilities are also required to

determine the amount of any prior cost of removal collections relating to non-legal AROs

that is now included in their accumulated depreciation accounts, and reclassify these and

any such future charges as a regulatory liability in their financial statements. In other

words, even with the paragraph B73 exception, SFAS 143 provides transparency through

reporting disclosure requirements.

16

17 Q- What is the impact of SFAS 143 on electric regulatory accounting?

18

19

20

21

22

23

24

25

26

A.

A. FERC addressed SFAS 143 in Docket RM02-7-000 which resulted in Order No. 631.

FERC Order 631 essentially adopts SFAS 143 and integrates it into the Uniform System

of Accounts. Utilities are required to review their long-lived assets to determine if they

have any AROs. Where utilities do not have AROs, any charges for such amounts must be

separately identified. FERC Order 631 defines cost of removal allowances for which there

is no legal asset retirement obligation, as "non-legal retirement obligations." Past and

future "non-legal AROs" must be specifically identified and accounted for separately in

the depreciation studies, depreciation expense and the accumulated depreciation account.

In Order 631, FERC maintains the transparency resulting from the "separation principle"
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1

2

for non-legal AROs that was established in paragraph B73 of SFAS 143. Paragraph 38 of

Order 631 explains FERC's new requirements for non-legal AROs :

3

4 "Instead,

5

we will require jurisdictional entities to maintain separate

subsidiary records for cost of removal for non-legal retirement obligations

6 that are included as specific identifiable allowances recorded in

7

8

9

accumulated depreciation in order to separately identify such information

to facilitate external reporting and for regulatory analysis, and rate setting

purposes. Therefore, the Commission is amending the instructions of

10 accounts 108 and 110 in Parts 101, 201 and account 31, Accrued

11

12

13

14

depreciation - Carrier property, in Part 352 to require jurisdictional entities

to maintain separate subsidiary records for the purpose of identifying the

amount of specific allowances collected in rates for non-legal retirement

obligations included in the depreciation accruals."

15

16 Q- Does FERC provide any additional insight as to the interpretation of these new

17 rules?

18 Yes, at paragraph 39 of the order, FERC states:

19

20
21
22
23
24
25
26
27
28
29
30
31

A.

"Jurisdictional entities must identify and quantify in separate subsidiary
records the amounts, if any, of previous and current accumulated removal
costs for other than legal retirement obligations recorded as part of the
depreciation accrual in accounts 108 and 110 for public utilities and
licensees, account 108 for natural gas companies, and account 31 for oil
pipeline companies. If jurisdictional entities do not have the required
records to separately identify such prior accruals for specific identifiable
allowances collected in rates for non-legal asset retirement obligations
recorded in accumulated depreciation, the Commission will require that
the jurisdictional entities separately identify and quantify prospectively the
amount of current accruals for specific allowances collected in rates for
non-legal retirement obligations."
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1 Q-

2

Does FERC make any policy calls concerning the appropriate treatment of the

disposition of prior and future collections contained in these separate allowances?

3

4

5

No. As indicated at paragraph 64 of the Order, FERC declined to make such calls on a

policy basis. Rather, FERC will resolve the appropriate treatment of the dispositions of

prior and future collections on a case-by¥case basis.

6

7 Q-

8

Does FERC's Order require anything new or more with respect to its

requirement for detailed depreciation studies?

9 No. At paragraph 65 of the Order, FERC states that:

10
G G

11

this rule requires nothing new and nothing more with respect to the

requirement for a detailed study. Complex depreciation and negative

12

13

14

15

salvage studies are routinely filed or otherwise made available for review

in rate proceedings. When utilities perform depreciation studies, a certain

amount of detail is expected. It is incumbent upon the utility to provide

sufficient detail to support depreciation rates, cost of removal, and salvage

16 estimates in rates."

17

18

19

20

21

22

Additionally, footnote 45 states:

"When an electric utility files for a change in its jurisdictional rates, the

Commission requires detailed studies in support of changes in annual

depreciation rates if they are different from those supporting the utility's

prior approved jurisdictional rate."

23

24

25

A.

A.

Thus, FERC recognizes distinctions between legal and non-legal AROs just as SFAS 143

recognizes those distinctions. On a going-forward basis, jurisdictional entities must be
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1 prepared to specifically identify and justify any non-legal AROs that they propose to

include in rates.2

3

4 Q- Has APS implemented SFAS 143?

5

6

7

8

9

10

11

Yes. The Company implemented SFAS 143 on January 1, 2003. Footnote 11 from APS'

2003 SEC Form 10-K states with respect to the initial adoption of this accounting, that on

January 1, 2003 the Company adopted SFAS No. 143, "Accounting for Asset Retirement

Obligations." In its 2003 SEC Form 10-K, APS states further that:

12

13

14

"In accordance with SFAS No. 71, we will continue to accrue for removal

costs for our regulated assets, even if there is no legal obligation for

removal. At December 31, 2003, regulatory liabilities shown on our

Balance Sheets included approximately $480 million of estimated future

removal costs that are not considered legal obligations."

15

16 Moreover, consistent with adopting this accounting principle for financial reporting

purposes, APS "reclassified prior year removal costs of approximately $557 million

previously included in accumulated depreciation to the liability for asset retirements and

removals in our Balance Sheets." In 2003, APS "reclassified the portion of this liability

for which no legal obligation for removal costs exists to a regulatory liability."

17

18

19

20

21

22

23

24

25

A.

When initially adopting SFAS 143, companies such as APS reclassified for financial

statement reporting purposes their accumulated cost of removal for which there is no

current legal obligation for removal, from Accumulated Depreciation and reported this as

a Regulatory Liability.
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1

2

As described on page 85 of the Company's 2007 Securities and Exchange Commission

("SEC") Form 10-K:

3

4

5

6

"APS records a regulatory liability for the asset retirement obligations

related to its regulated assets. This regulatory liability represents the

difference between the amount that has been recovered in regulated rates

and the amount calculated under SFAS No. 143 'Accounting for Asset

Obligations,' as interpreted by FIN 47. APS believes it can recover in

regulated rates the costs calculated in accordance with SFAS No. l43."

7

8

9

10

11

12

13

14

15

16

Under "Regulatory Liabilities" on its 2007 SEC Form 10-K, APS reported a "regulatory

liability related to asset retirement obligations" of $133 million and $153 million as of

December 31, 2006 and 2007, respectively. Under "Regulatory Liabilities" on its 2007

SEC Form 10-K, APS also reported a regulatory liability of $387 million and $392 million

as of December 31, 2006 and 2007, respectively, related to removal costs, with this note:

"In accordance with SFAS No. 71, APS accrues for removal costs for its regulated assets,

even if there is no legal obligation for removal."17

18

19

20

Q- Are the "costs of removal" that were reclassified as a regulatory liability for financial

reporting purposes the result of APS' past depreciation rates?

21

22

23

24

Essentially, yes. APS' past depreciation rates have included negative net salvage. This

has resulted in APS pre-collecting from ratepayers estimated future costs of removal for

non-legal AROs, which under SFAS 143 have been reclassified for financial reporting

purposes as a regulatory liability.

25

A.
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1

2

3

4

5

Plant and equipment are retired from service at the end of their useful life. Sometimes the

retired plant and equipment may be physically removed and can be resold for value. This

is called gross salvage. The cost of removal net of the value received for the salvage

constitutes net salvage. In more technical terms, gross salvage is the amount recorded for

the property retired due to the sale, reimbursement, or reuse of the property. Cost of

removal is the cost incurred in connection with the retirement from service and the6

7 As discussed above, net salvage is the difference

8

disposition of depreciable plant.

between gross salvage and cost of removal.

9

10 Q. Are net salvage ratios included in the Company's depreciation rate

calculations?11

12

13

14

15

16

17

Yes. Substantial negative net salvage ratios are included in several of APS' depreciation

rates. The inclusion of negative iiuture net salvage ratios in APS' proposed depreciation

rates results in depreciation rates that are significantly higher in many instances than if no

cost of removal had been included. As noted above, the inclusion of net salvage in

depreciation rates appears to be consistent with past practices of the utility and the

Commission, and appears to be contemplated by Commission rule R14-2-l02(B)(3).

18

19 Q. Do APS' proposed depreciation rates include estimated future removal costs?

20 Yes. As noted above, APS' proposed depreciation rates include estimated future removal

21

22

costs, including estimated future inflation. APS has done this by including negative net

salvage ratios in the rates for many, but not all, of itsdevelopment of depreciation

23

A.

A.

depreciable plant assets.
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1 Q.

2

Where does APS develop its estimated future costs of removal that are included in its

proposed depreciation rates?

3 These are developed in Dr. White's Attachment REW-1 on

4

Statement E (average net

salvage), Statement F (future net salvage) and Statement G (dismantlement costs).

5

6 Q-

7

Has APS' approach to including net salvage in depreciation rates been widely used in

the utility industry?

8 Yes. Many regulated utilities have used this approach. It is even addressed in NARUC's

9

10

1996 Public Utilities Depreciation Practices Manual as a recommended approach. On the

other hand, the same NARUC Manual at page 157 also states:

11

12
13
14
15
16
17
18

"Some commissions have abandoned the above procedure [gross salvage
and cost of removal reflected in depreciation rates] and moved to current-
period accounting for gross salvage and/or cost of removal. In some
jurisdictions gross salvage and cost of removal are accounted for as
income and expense, respectively, when they are realized. Other
jurisdictions consider only gross salvage in depreciation rates, with the
cost of removal being expensed in the year incurred."

19

20 Q- In your opinion, is there a reasonable alternative to the approach used by APS?

21

22

23

A.

A.

A. Yes. Instead of incorporating estimated future cost of removal along with estimated future

inflation into depreciation rates, providing a normalized level of removal cost as a current-

period expense is a reasonable alternative for ratemaking purposes, in my opinion.
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1 Q Does the NARUC Manual indicate that some utility commissions are using this

alternative approach?

Yes. The NARUC Manual at page 158 states

It is frequently the case that net salvage for a class of property is negative
that is, cost of removal exceeds gross salvage. This circumstance has
increasingly become dominant over the past 20 to 30 years, in some cases
negative net salvage even exceeds the original cost of plant. Today few
utility plant categories experience positive net salvage, this means that
most depreciation rates must be designed to recover more than the original
cost of plant. The predominance of this circumstance is another reason
why some utility commissions have switched to current period accounting
for gross salvage and, particularly, cost of removal

15 Q Could APS' approach result in accumulated depreciation exceeding the original cost

of plant inservice

Yes. One of the mechanical problems with APS' approach is that it can result in a

depreciation reserve actually exceeding the gross plant balance. That is because the

depreciation rates proposed by APS for distribution plant include estimated future cost of

removal, and therefore produce higher depreciation rates than are necessary to fully

depreciate the original cost of the plant. Therefore, at the end of its life, the accumulated

depreciation account exceeds the plant account balance. Referring back to the hypothetical

illustration that I presented earlier, with a 55% negative net salvage assumption, at the end

of the 10-year assumed useful life, the utility has recorded $1.55 million in depreciation

on a depreciable asset of $1 million. During the plant's depreciable life, the utility had no

asset retirement obligation, but it would have collected an extra $550,000. This problem

is alleviated to a large extent by APS' proposal to rebalance the depreciation reserves in its

current depreciation study
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1 Q- How should the allowance for cost of removal be calculated?

2

3

4

5

6

7

8

9

Because the Commission's rules at R14-2-102 in their current form contemplate the

inclusion of net salvage in the development of the utility's depreciation rates, and this is

what APS has done, I am not in this proceeding recommending an alternative. Were it not

for those rules, I believe there is substantial merit in the alternative recommended by the

witness for Staff in the prior APS rate case, which would provide for a normalized

allowance for cost of removal based on the average of the most recent five years worth of

actual net salvage activity. Essentially, the cost of removal is treated just as any other

normalized operating expense.

10

11 Q-

12

Are you aware of whether other regulatory commissions use that al ternative

approach for utility recovery of cost of removal?

13

14

15

16

17

Yes. A live-year average net salvage allowance approach has been used for many years

by the Pennsylvania Public Utility Commission. In recent years, some other state

regulatory commissions have used similar approaches that exclude estimated future cost of

removal from the development of depreciation rates, and provide an allowance for the cost

of removal based on an average of a utility's actual incurred cost.

18

19 Q~ What are the advantages of that approach?

20

21

22

23

24

25

26

A.

A.

A. The five-year rolling average for recovery of cost of removal provides a reasonable

method for addressing this controversial aspect of depreciation. APS' proposed

development of depreciation rates essentially treats estimated future costs of removal

(including estimated future inflation) as a current period expense, even when there is no

current legal obligation to incur such cost. In contrast with APS' approach, a normalized

expense allowance approach better conforms with the generally accepted accounting

principles articulated in SFAS 143 by not treating estimated inflated future removal costs
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1

2

3

4

5

6

as if they were a current obligation and a current expense. Additional advantages offered

by the normalized expense allowance approach include that it is simple, straight-forward

and easy to implement, provides an opportunity for the Company to recover a normalized

allowance for cost of removal based on recent actual cost, and avoids charging current

customers for estimated future inflation. However, the Commission's rules at R14-2-102

in their present state would appear to be inconsistent with this alternative.

7

8 Q~ Should those rules be reviewed in a generic proceeding?

9

10

11

12

13

14

15

16

Yes. Because I believe there is no compelling reason to treat cost of removal (where there

is no current obligation to incur such cost) differently from other normalized operating

expenses, in APS' last rate case, Docket No. E-01345A-05-0827, I recommended that the

Commission consider amending Rule R14-2-102 to consider treatment of cost of removal

as a normalized operating expense. The Commission's Decision No. 69663, at page 156,

states, among other things, that: "Staff should consider initiating a docket to amend

A.A.C. R14-2-102, the Commission's depreciation rule, to allow alternative treatment for

the cost  of removal." I have been advised by Staff that  it  intends to init ia te such a

17

18

proceeding. However, the current APS rate case was filed somewhat sooner than expected

and before that proceeding to consider R14-2-102 has been initiated.

19

20 Q- How should the depreciation rates proposed by APS be adopted for use in this case?

21

22

23

24

with the exception of Account 370.01, Electronic Meters, the depreciation rates proposed

by APS presented in Dr. White's Attachment REW-1 should be adopted for use in this

case." The deprecia t ion ra tes proposed by APS were developed in a  manner  that  is

consistent with the Colnmission's rules for depreciation rates. My review of the details

A.

A.

20 As described in my testimony under Staff Adjustment C-17, an additional adjustment with relatively minor impact
on the revenue requirement, may also be needed for the prospective annual amortization for Account 370.02,
Electromechanical Meters.
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1

2

3

4

provided in Dr. White's Attachment REW-1 and other information indicates that those

new rates proposed by APS are consistent with a reasonable approach to updating the

depreciation rates that the Commission approved in Decision Nos. 67744 and 69663. As

noted above in my testimony, the net change in percentage terms resulting from APS'

technical update in composite terms is fairly small, a decrease of 0.09 percentage points

for APS' plant. I discuss the reasons for rejecting APS' proposed depreciation rate change

for Account 370.01 in my testimony for Staff adjustment C-17.

5

6

7

8

9

10

POWER SUPPLY ADJUSTOR

What issues are you addressing with respect to APS' Power Supply Adjustor?

11

12

13

I am addressing the treatment of gains on the sale of SON emission allowances and provide

some background and briefly comment concerning the 90/10 sharing provision in APS'

PSA.

A. S02 Emission Allowances

14

15

16

17

18

19

20

Q- How does APS account for the margins realized on the sale of S02 emission

allowances?

APS' accomiting for gains on the sale of SON emission allowances was described in the

Company's response to Staff 4.12(e), which I have addressed above, in conjunction with

my discussion of Staff Adjustment C-14.

21

22 Q~

23

Has the amount of margins APS has realized on the sale of S02 emission allowances

fluctuated significantly from year-to-year?

24

25

26

VI.

Q-

A.

A.

A. Yes, it has. The amount of gains on the sale of SO; emission allowances that APS has

realized for each year in the period 2003 through 2007 as described in my testimony above

concerning Staff Adjustment C-14, is summarized in the following table:



Year

Number of

S02

Allowances

Sold

Cost of S02

Allowances

Sold

Gains from

Disposition of

Allowances
Account 411.8

Gain on

Disposition of

Property
Account 421.1

Construction

Work in

Progress

Account 107

Total Proceeds

from the Sale
of Allowances

Variance from
Prior Year

2002 1 ,064 $ s 133,013 $ $ $ 133,013

2003 1 ,064 $ s 137,398 $ $ $ 137,398 s 4,385

2004 43,273 $ $ 3,960,664 S 4,636,025 s 4,636,025 s 13,232,714 $ 13,095,316

2005 1,064 $ s 532,107 s $ s 532,107 $ (12,700,607)

2006 14,064 $ $ 6,511,547 $ 7,675,893 $ 7,675,893 $ 21,863,333 s 21,331,226

2007 1 ,064 $ $ 339,353 $ $ $ 339,353 $ (2I,523,980)

2008 1 ,064 $ $ 279,908 s $ $ 279,908 s (59,445)
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1

2

3

4

5

6

7 Source: APS' responses to Staff 6.145 and Staff 4.12, 2008 amount is apparently through July 31, 2008

8

9 Q-

10

Are S02 emission allowances directly related to the burning of coal in APS'

generating plants?

11

1 2

Yes. SO; emission allowances are directly related to the burning of coal in APS' coal-

fired generating plants.21

13

1 4 Q.

15

Please explain Staff's proposal to credit the margins realized on the sale of S02

emission allowances against PSA costs..

1 6

1 7

1 8

1 9

20

21

22

Staff recommends that fluctuations in the margins realized by APS on the sale of SON

emission allowances over (or under) the amount of SON emission allowance sales gains

reflected in the establishment of APS' base rates, be credited against (or included with)

PSA costs. APS receives sales proceeds from the Environmental Protection Agency

("EPA") for the auction of SO2 emission allowances. These proceeds are credited to

FERC Account 411.8, Gain on Disposition of Allowances.22 SON allowances are directly

related to the burning of coal at APS' generating units because SON is emitted as coal is

23 burned. The EPA requires that each affected unit have one SO; allowance for each ton of

24 S02 emitted each year. Staff Adjustment C-14, discussed above, attempts to reflect a

A.

A.

21 See, e.g., APS' response to Staff l2.46(c).
22 As noted above, in conjunction with my testimony on Staff Adjustment C-14, APS has also been recording
portions of its S02 emission allowance sales gains in other accounts.
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1

2

3

normalized level of SO2 allowance sales gains as a credit against operating expenses in

developing APS' base rates in this proceeding. Because the SON emission allowances are

fuel-rela ted,  I  recommend that  annual fluctuat ions in the amount  of such gains be

addressed in the PSA.4

5

6 Q, Why should annual fluctuations in gains on the sale of S02 emission allowances be

addressed in thePSA?7

8

9

10

The PSA is the appropriate mechanism to address annual fluctuations in the gains on the

sale of SO; emission allowances because it is the mechanism used to recover net fuel and

purchased energy expense. Since SO; emission allowances are related to fuel, variations

from the amount of S02 sales gains reflected in the development of APS' base rates11

12 should be reflected through the PSA as an offset  or  addit ion to fuel expense. As

13

14

15

16

demonstrated above, the margins that APS realizes on the sale of SON emission allowances

are material and can vary significantly frornyear to year. Consequently, the PSA, which

reflects annual changes in fuel and purchased power costs,  is the ideal mechanism to

address fluctuations in the S02 emission allowance sales gains, which are material and

which fluctuate significantly from year to year.17

18

19 Q~ Is it common for the margins realized on the sale of S02 allowances to be addressed

in a fuel adjustment mechanism?20

21 Yes. As described in the testimony of Staff witness Emily Medina in a recent rate case

22

23

24

involving Tucson Electric Power, Docket No. E-01933A-07-0402, crediting fuel costs for

the margins  rea lized by an elect r ic ut ility on it s  sa le of SO;  a llowances  in a  fuel

adjustment mechanism is fairly common. Ms. Medine's testimony in that case provided

25 several specific examples from recent cases, of where this has been required.

26

A.

A.



Direct Testimony of Ralph C. Smith
Docket No. E-01345A-08-0172
Page 135

1 Q~

2

Are you aware of any other recent cases in which the net proceeds of a utility's S02

allowance sales were ordered to be credited against fuel costs in the utility's fuel

adjustment mechanism?3

4 Yes. The Arkansas Public Service Commission ("APSC") in a recent rate case involving

Energy Arkansas, Inc. ("EAI") required EAI to credit the net proceeds of that utility's

SO; allowance sales against fuel costs in EATs Energy Cost Recovery Rider ("Rider

ECR").23

5

6

7

8

9

10

Q, Please summarize Staffs recommendation concerning S02 allowance sale gains.

11

Staff recommends that changes in the annual amount of all gains realized by APS on the

sale of S02 emission allowances above or below the amount reflected in base rates should

prospectively be reflected as a credit against (or addition to) fuel costs in the APS PSA.12

13 I

B.

Q-

The 90/10 Sharing Provision in the PSA

Please provide some background on the 90/10 sharing provision in the APS PSA.

14

15

16

17

18

19

20

The 90/10 sharing provision represents an area of significant difference in the PSA that

Staff recommended for APS in Docket No. E-01933A-03-0437 and the PSA that the

Commission ultimately adopted in that case.

21

22

23

Addit iona lly,  in Decis ion No.  69663,  a t  page 111,  the Commiss ion s ta ted

concerning the APS PSA that: "a  prospective adjustor  should also contain a

sharing provision to provide an incentive for the Company to keep its fuel and

purchased power costs as close to base rates as possible."

24

A.

A.

A.

23 Docket No. 06-101-U, Order Nos. 10 and 16.



Direct Testimony of Ralph C. Smith
Docket No. E-01345A-08-0172
Page 136

1 Q, Is Staff recommending any change to the 90/10 sharing provision in APS' PSA at this

time?2

3 No. Staff is aware that, while a similar 90/10 sharing provision was not adopted in recent

4 Purchase Power and Fuel Adjustment Clause ("PPFAC") mechanisms that have been

approved for TEP and for UNSE, the Commission has now led in two rate orders,

Decision Nos. 67744 and 69663, that it wanted the 90/10 sharing provision to be part of

APS' PSA.

5

6

7

8

9

10

Q- If the Commission indicates that it seeks to have the 90/10 sharing provision for APS

re-evaluated, how would Staff envision complying with such a request?

11

12

13

If the Commission were to indicate in an order on APS' Interim Rate Request, for

example, that it seeks to have the 90/10 sharing provision for APS re-evaluated, Staff

would envision complying with that request either in supplemental testimony or in

surrebuttal.

VII. IMPACT FEES AND SYSTEM FACILITIES CHARGE

What aspect of APS' hook-up fees proposal are you addressing?Q-

14

15

16

17

18

19

20

I address the accounting and ratemaking aspect of APS' line extension tariff modifications

and its "hook-up fee" proposals. The proposed rates that APS has requested for these

items will be addressed in Staff' s rate design testimony.

21

22

23

Q- What specific fees is APS proposing?

24

25

APS proposes changes to Schedule 3, its line extension tariff, to add a definition to

describe "system facilities" among other things. That component can be referred to as a

System Facilities Charge. APS' redlined version of Schedule 3 is presented in Mr.

Rumolo's Attachment DJR-1 l.26

A.

A.

A.

A.
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1

2

APS is also proposing an "Impact" or "Hook-up" fee that is described in Mr. Rumolo's

direct testimonyat pages 9-15. APS proposes a new tariff schedule, Schedule 6, presented

in Mr. Rumolo's Attachment DJR-9 for the impact fee.3

4

5

6

7

8

9

10

11

12

13

14

15

16

A.

Q,

APS-Proposed Revisions to Line Extension Tariff

Please briefly provide some background and APS' recent experience with a revised

line extension tariff.

17

18

19

20

21

22

23

A. In Decision No. 69663, the Commission ordered APS to file for Commission approval a

revised Line Extension Tariff that eliminates any tree footage or free equipment

allowance, and removes any requirement for any economic feasibility analysis in its line

extension policy. On July 27, 2007, APS filed its proposed revised Schedule 3. On

October 24, 2007, APS filed an amended version of its proposed Schedule 3 tariff, which

replaced APS' July 27, 2007 filing. Staff agreed with APS' proposed tariff but disagreed

with APS' proposal to account for all payments to be received for new or upgraded service

under Schedule 3 as Other Electric Revenues. On November 28, 2007, Commissioner

Mayes sent a letter to the parties requesting a comprehensive analysis of APS' proposal

for treating the Schedule 3 proceeds as revenue, rather than as Contributions in Aid to

Construction ("CIAC'). On December 20, 2007, APS filed its response to Commissioner

Mayes' letter. On January 29, 2008, Staff filed its report in response to Commissioner

Mayes' letter. In that report, Staff concluded that the Commission should require APS to

record the Schedule 3 fees as CIAC. On February 27, 2008, the Commission issued

Decision No. 70185, which approved a revised Line Extension Tariff and stated that

Schedule 3 fees paid to APS are CIAC and must be recorded as such.
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1 Q Please discuss concerns that have arisen regarding APS' charging a System Facilities

Charge

Serious concerns have arisen over APS' interpretation of Decision No. 70185. APS had

attempted to charge customers for a System Facilities Charge, which is part of APS

currently proposed Schedule 3. Customer complaints were received by the Commission

concerning the interpretation by APS of how "line and service extension" costs were

determined. (See Attachment RCS-5) In a letter dated September 9, 2008, APS stated

among other things, that

in an effort to resolve this issue and based on concerns expressed by Staff, we
have agreed that APS will stop collecting the System Facilities Charge under
Schedule 3 at this t ime and refund the amounts,  with interest,  that have been
collected Hom customers since February 28, 2008. The specific methodology for
collecting System Facilities Charges will then be clarified and determined in the
pending APS rate case

17 Q What concerns does Staff have about APS' proposed revisions to Schedule 3?

First, Staff does not view the revisions proposed by APS as "minor changes to Schedule 3

to simplify and clarify the implementation of the schedule" as characterized by APS in

Mr. Rumolo's direct testimony at page 25. Staff views the definition of "system facilities

proposed by APS as a  major  change to Schedule 3.  The addit ion of a  definit ion for

system facilities" to Schedule 3 is viewed by Staff as essentially a hook-up fee proposal

As a matter of policy, Staff believes that a hook-up fee proposal should be contained in a

separate tariff provision. Staff is concerned that the addition of a System Facilities Charge

to Schedule 3 could have shocking and unpleasant consequences for affected customers

Staff urges caution regarding this APS proposal. It should be implemented only after

careful evaluation, and only based upon a clear understanding of the impacts on affected

customers. The generic docket may present a better forum for that purpose



Direct Testimony of Ralph C. Smith
Docket No. E-01345A-08-0172
Page 139

1 Q Are some aspects of the APS proposal to include a definition of "system facilities

into Schedule 3, the line extension tariff, being addressed by other Staff witnesses?

Yes. Staff witness Frank Radigan is addressing the rate design aspects of APS' proposed

incorporation of a "system facilities" definition into the line extension tariff, including the

cost support and estimated customer impacts

7 Q What is Staff's position as to whether the customer payments under APS' System

Facilities Charge proposal should be treated as Revenue?

Staffs position is that any fees collected by APS under Schedule 3 are CIAC and should

recorded by APS as such

12 Q What is Staffs recommendation concerning the System Facilities Charge

Staff opposes the imposition of the Systems Facilities Charge in this case

16 Q

Impact Fees

Please discuss APS' proposed Impact Fee

ANS proposes a new Impact Fee, presented in Mr. Rumolo's Attachment DJR-9, which

would be charged to all applicants requesting electric service. The actual fee would

depend on the service entrance size ("SES") that is required to serve the customer. APS

witness Ru.molo's direct testimony describes the Impact Fee as follows

The proposed Impact Fee will collect certain growth-related expenses
that are either caused by Schedule 3 or not recovered through Schedule
3. Both contribute to customer growth-related earnings attrition. The
additional growth-related costs used as the proxy for developing the
proposed Impact Fee are: 1) the annual capital carrying cost of the
tax asset" associated with Schedule 3 CIAC, and 2) the anticipated

increases in operations and maintenance expenses that are customer
growth related
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1 Q What amount does APS anticipate its new Impact Fee proposal would produce

APS' tiling indicates that the new Impact Fee would raise as much as $53 million per

year. APS proposes to account for its receipts from the impact fees as revenue. APS

proposes to use the $53 million as an offset against its proposed $79.3 million attrition

adjustment

7 Q Is it necessary to credit impact fee revenue against APS' proposed attrition

allowance?

No. Staff recommends that APS' proposed attrition adjustment be disallowed, as

discussed above in my testimony concerning Staff Adjustment C-1. The APS-proposed

attrition adjustment should be rejected and that rej action is not dependent upon whether or

not "hook-up" fees are approved

14 Q Does Staff have a position regarding how new Impact Fees proposed by APS should

be treated for ratemaking purposes if the Commission were to direct APS to account

for such fees as Other Operating Revenue

Yes. If the Commission were to direct APS to record the new Impact Fees as revenue

Staff recommends that the Commission should concurrently either order APS to defer

such fees for crediting to ratepayers, or order APS to reduce non-fuel base rates by the

amount of such fees expected to be annually collected

22 Q Would the imposition of a new "hook-up" fee also be a matter for consideration in

rate design

Yes. If an impact fee is approved and if the Commission determines that it should be

accounted for as Other Operating Revenue, the estimated annual amount resulting from

the new fee should be considered as part of the rate design for APS, and would reduce the
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amount of base rate revenue requirement that would need to be recovered through other

customer rates

4 Q Has Staff  made an illustrat ive evaluat ion comparing the accounting and rate impacts

of treat ing a "hook up" fee as revenue versus as CIAC?

A detailed analysis making a similar  comparison (line extension costs related to the

eliminat ion of free footage in APS' Schedule 3) was prepared by James Dit tmer ,  a

consultant to Staff in APS' last rate case. That analysis is presented for ease of reference

Attachment RCS-6. I have reviewed that analysis and spoken to Mr. Dittmer about this

issue. While that analysis was specifically performed to address the accounting and rate

treatment to be afforded incremental receipts expected to be collected by APS as a result

of eliminating the free footage allowance for line extensions ordered in Decision No

69663 (i.e., Incremental Schedule 3 receipts), I believe the analysis in Attachment RCS-6

can also serve to present a fair comparison of the relative impacts of treating "hook-up

fees" under the revenue versus CMC alternatives

17 Q What conclusions can be drawn from the analysis in Attachment RCS-5?

The conclusions reached by Staff in that  repor t  and which are most  relevant to the

evaluation of accounting/ratemaking treatment of "hook-up" fees as either revenue or

CIAC are summarized below, for ease of reference

both accounting/ra te proposals will provide benefits  to exist ing
ratepayers over the short and long run and will also mitigate to some
extent future rate relief required

e.g., via the System Facilities Charge that APS proposes to be added to Schedule 3 and/or the new Impact Fees that
APS proposes in Schedule 6

See, Attachment RCS-6, which reproduces, for ease of reference, a Staff Report for Arizona Public Service
Company's Schedule 3 Docket Nos. E-01345A-05-0816, E-01345A-05-0826 and E-01345A-05-0827, by James
Dittmer, consultant, dated January 29, 2008
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It is reasonable to use a present value analysis both to measure benefits to
customers over the long and short run and to evaluate the ability to
mitigate future rate relief As a general proposition, the extent or degree
to which one methodology will appear to result in more present value
savings to customers depends to a significant extent upon the discount rate
employed to calculate the revenue requirement stream under the two
different approaches.

Discounting the revenue requirement streams under the two
methodologies using the Company's before-tax cost of capital (l2.07%)
yields a slightly lower net present value of revenue requirements under the
revenue methodology. Utilizing a lower discount rate, such as APS uses
for resource planning purposes (8.0%), indicates that the CIAC
methodology results in a lower net present value of revenue requirement
streams. Under the CIAC methodology, customers receivemore nominal
dollars of revenue requirement savings ham the Schedule 3 fees, though
they must wait longer to receive such additional nominal dollar savings.
That is why under a present value analysis,a higher assumed discount rate
tends to show that the revenue methodology is better for ratepayers, while
a lower assumed discount rate will tend to show that the CIAC
methodology is more advantageous for ratepayers.

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34

If this Commission were to permit APS to record the amounts expected to
be collected to cover the cost of line extensions as revenues (over the
recommendations of Staff to record such fees as CIAC), the amounts APS
initially collects under Schedule 3 should be deferred until APS files its
next rate case, at which time the deferred Schedule 3 revenues should be
credited in the development of APS' retail cost of service. APS argues in
support of its revenue proposal for the Schedule 3 fees that such
methodology is most advantageous to ratepayers. The only way this APS
conclusion could reasonably be considered correct is if retail ratepayers
are credited for all Schedule 3 revenues received from inception of the
Schedule 3 revision.

35

36

37

38

39

As noted above, this type of analysis would be applicable not only to the increased

receipts under Schedule 3 that APS anticipated receiving as a result of eliminating the free

footage allowance for distribution line extensions per Decision No. 69663, but also for the

increased receipts that would be produced by the System Facilities Charge portion of

APS' proposed revisions to Schedule 3 (which Staff views as a "hook-up" fee proposal)
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1 and to APS' proposed Impact  Fees,  which would be charged under  APS' proposed

Schedule 6.2

3

4 Q~ What concerns does Staff have regarding APS' Impact Fee proposal?

5

6

Staff has concerns over the accounting proposed by APS, as revenue. Staff believes it

would be more appropriate to account for any new impact fees that might be approved, as

a Contribution in Aid to Construction.7

8

9

10

11

Staff believes that any new fees should be implemented with care, and only after careful

evaluation. There is a generic proceeding currently in place at the Commission, Docket

No. E-00000K-07-0052. The generic docket may present a better forum for that purpose.

12

13 Staff is also concerned regarding the impact on new customers of the new fee.

Q. Is another Staff witness addressing the cost support for, and the rate design aspects

of APS' proposed impact fee?

14

15

16

17

18

19

20

21

Yes. Staff witness Frank Radigan is addressing issues concerning the cost support for

APS' proposed Impact Fee. He will be addressing the rate design aspects of such a fee in

his rate design testimony.

Q- Does this conclude your testimony?

22

A.

A.

A. Yes, it does.
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Attachment RCS-1
QUALIFICATIONS OF RALPH C. SMITH

Accomplishments
Mr. Smith's professional credentials include being a Certified Financial PiannerTm professional, a licensed
Certified Public Accountant and attorney. He functions as project manager on consulting projects
involving utility regulation, regulatory policy and ratemaldng and utility management. His involvement in
public utility regulation has included project management and in-depth analyses of numerous issues
involving telephone, electric, gas, and water and sewer utilities.

Mr. Smith has performed work in the Held of utility regulation on behalf of industry, PSC staffs, state
attorney generals, municipalities, and consumer groups concerning regulatory matters before regulatory
agencies in Alabama, Alaska, Arizona, Arkansas, California, Connecticut, Delaware, Florida, Georgia,
Hawaii, Illinois, Indiana, Kentucky, Louisiana, Maine, Michigan, Minnesota, Mississippi, Missouri, New
Jersey, New Mexico, New York, Nevada, North Dakota, Ohio, Pennsylvania, South Carolina, South
Dakota, Texas, Utah, Vermont, Washington, Washington, D.C., Wisconsin, Canada, Federal Energy
Regulatory Commission and various state and federal courts of law. He has presented expert testimony in
regulatory hearings on behalf futility commission staffs and interveners on several occasions.

Project manager in Larldn & Associates' review, on behalf of the Georgia Commission Staff; of the budget
and planning activities of Georgia Power Company, superwlsed 13 professionals, coordinated over 200
interviews with Company budget center managers and executives, organized and edited voluminous audit
report, presented testimony before die Commission. Functional areas covered included fossil plant O&M,
headquarters and district operations, internal audit, legal, affiliated transactions, and responsibility
reporting. All four findings and recommendations were accepted by the Commission.

Key team member in the firm's management audit of the Anchorage Water and Wastewater Utility on
behalf of the Alaska Commission Staff which assessed the effectiveness of the Utilitys operations in
several areas, responsible for in-depth investigation and report writing in areas involving information
systems, finance and accounting, affiliated relationships and transactions, and use of outside contractors.
Testified before the Alaska Commission concerning certain areas of the audit report. AWWU concurred
with each of Mr. Smith's 40 plus recommendations for improvement.

Co-consultant in the analysis of the issues surrounding gas transportation performed for the law firm of
Cravath, Swain & Moore in conjunction wide the case of Reynolds Metals Co. vs. the Cohunbia Gas
System, Inc., drafted in-depth report concerning the regulatory treatment at both state and federal levels of
issues such as flexible pricing and mandatory gas transportation.

Lead consultant and expert witness in the analysis of the rate increase request of the City of Austin -
Electric Utility on behalf of the residential consumers. Among the numerous ratemaking issues addressed
was the economies of the Utility's employment of outside services; provided both written and oral
testimony outlining recommendations and their bases. Most of Mr. Smith's recommendations were adopted
by the City Council and Utility in a settlement.

Key team member performing an analysis of the rate stabilization plan submitted by the Southern Bell
Telephone & Telegraph Company to the Florida PSC; performed comprehensive analysis of the Company's
projections and budgets which were used as the basis for establishing rates.

Lead consultant in analyzing Southwester Bel] Telephone separations in Missouri, sponsored the complex
technical analysis and calculations upon which the firm's testimony in that case was based. He has also
assisted in analyzing changes in depreciation methodology for setting telephone rates.
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Lead consultant in the review of gas cost recovery reconciliation applications of Michigan Gas Utilities
Company, Michigan Consolidated Gas Company, and Consumers Power Company. MaUd
recommendations regarding the appropriate rate of interest to be applied to any over or under collections
and the proper procedures and allocation methodology to be used to distribute any reMinds to customer
classes.

Lead consultant in the review of Consumers Power Company's gas cost recovery refund plan. Addressed
appropriate interest rate and compounding procedures and proper allocation methodology.

Project manager in the review of the request by Central Maine Power Company for an increase in rates.
The major area addressed was the propriety of die Company's ratemaldng attrition adjustment in relation to
its corporate budgets and projections.

Project manager in an engagement designed to address the impacts of the Tax Reform Act of 1986 on gas
distribution utility operations of the Norther States Power Company. Analyzed the reduction in the
corporate tax rate, uncollectibles reserve, ACRS, unbilled revenues, customer advances, CIAC, and tiMing
of TRA-related impacts associated with the Company's tax liability.

Project manager and expert witness in the determination of the impacts of the Tax Reform Act of 1986 on
the operations of Connecticut Natural Gas Company on behalf of the Connecticut Department of Public
Utility Control - Prosecutorial Division, Conn ecticut Attorney General, and Connecticut Department of
Consumer Counsel.

Lead Consultant for The Minnesota Department of Public Service ("DPS") to renew the Minnesota

Incentive Plan ("Incentive Plan") proposal presented by Northwestern Bell Telephone Company ("NWB")
doing business as U S West Communications ("USWC"). Objective was to express an opinion as to
whether current rates addressed by the plan were appropriate from a Minnesota intrastate revenue
requirements and accounting perspective, and to assist in developing recommended modifications to
NWB's proposed Plan.

Perfonned a variety of analytical and review tasks related to our work effort on this project. Obtained and
reviewed data and performed other procedures as necessary (1) to obtain an understanding of the
Company's Incentive Plan filing package as it relates to rate base, operating income, revenue requirements,
and plan operation, and (2) to formulate an opinion concerning the reasonableness of current rates and of
amounts included within the Company's Incentive Plan filing. These procedures included requesting and
reweding extensive discovery, visiting the Company's offices to review data, issuing follow-up
information requests in many instances, telephone and on-site discussions with Company representatives,
and *frequent discussions with counsel and DPS Stair assigned to the project.

Lead Consultant in the regulatory analysis of Jersey Central Power & Light Company for the Department
of the Public Advocate, Division of Rate Counsel. Tasks performed included on-site review and audit of
Company, identification and analysis of specific issues, preparation of data requests, testimony, and cross
examination questions. Testified in Hearings.

Assisted the NARUC Committee on Management Analysis with drafting the Consultant Standards for
Management Audits.

Presented training seminars covering public utility accounting, tax reform, ratemaldng, aMliated
transaction auditing, rate case management, and regulatory policy in Maine, Georgia, Kentucky, and
Pennsylvania. Seminars were presented to commission staffs and consumer interest groups.
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Previous Positions

With Larkin, Chapsld and Co., the predecessor firm to Larldn & Associates, was involved primarily in
utility regulatory consulting, and also in tax planning arid tax research for businesses and individuals, tax
return preparation and review, and independent audit, review and preparation of financial statements.

Installed computerized accounting system for a realty management Hun.

Educat ion

Bachelor of Science in Administration in Accounting, with distinction, University of Micliigaun, Dearborn,
1979.

Master of Science in Taxation, Walsh College, Michigan, 1981. Master's thesis dealt with investment tax
credit and property tax on various assets.

Juris Doctor, cum laude, Wayne State University Law School, Detroit, Michigan, 1986. Recipient of
American Jurisprudence Award for academic excellence. ,

Continuing education required to maintain CPA license and CFP® ceM8cate.

Passed all parts of CPA examination in first sitting, 1979. Received CPA certificate in 1981 and Certified
Financial Planning certificate in 1983. Admitted to Michigan and Federal bars in 1986.

Michigan Bar Association.

American Bar Association, sections on public utility law and taxation.

Partial list of utility cases participated in:

79-228-EL-FAC
79-231-EL-FAC
79-535-EL-AIR
80-235-EL-FAC
80-240¢EL-FAC
U-1933*
U-6794
81-0035TP
81-0095TP
81-308-EL-EFC
810136-EU
GR-81-342
Tr-81-208
U-6949
8400
18328
18416
820100-EU
8624
8648
U-7236
U6633-R
U-6797-R

Cincinnati Gas & Electric Company (Ohio PUC)
Cleveland Electric Illuminating Company (Ohio PUC)
East Ohio Gas Company (Ohio PUC)
Ohio Edison Company (Ohio PUC)
Cleveland Electric Illuminating Company (Ohio PUC)
Tucson Electric Power Company (Arizona Corp. Commission)
Michigan Consolidated Gas Co. --16 Refunds (Michigan PSC)
Southern Bell Telephone Company (Florida PSC)
General Telephone Company of Florida (Florida PSC)
Dayton Power & Light Co.- Fuel Adjustment Clause (Ohio PUC)
Gulf Power Company (Florida PSC)
Norther States Power Co. -- E-002/Minnesota (Minnesota PUC)
Southwestern Bell Telephone Company (Missouri PSC))
Detroit Edison Company (Michigan PSC)
East Kentucky Power Cooperative, Inc. (Kentucky PSC)
Alabama Gas Corporation (Alabama PSC)
Alabama Power Company (Alabama PSC)
Florida Power Corporation (Florida PSC)
Kentucky Utilities (Kentucky PSC)
East Kentucky Power Cooperative, Inc. (Kentucky PSC)
Detroit Edison - Burlington Northern Refund (Michigan PSC)
Detroit Edison - MRCS Program (Michigan PSC)
Consumers Power Company -MRCS Program (Michigan PSC)
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U-5510-R Consumers Power Company - Energy conservation Finance
Program (Michigan PSC)
South Carolina Electric & Gas Company (South Carolina PSC)
Generic Worldng Capital Hearing (Michigan PSC)
Westcoast Transmission Co., (National Energy Board of Canada)
Southern Bel] Telephone & Telegraph Co. (Florida PSC)

82-240E
7350
RH-1 -83
820294-TP
82-165-EL-EFC
(Subfile A)
82-168-EL-EFC
830012-EU
U-7065
8738
ER-83-206
U-4758
8836
8839
83-07-15
81-0485-WS
U-7650
83-662
U-7650
U-6488-R
U-15684
7395 & U-7397
820013-WS
U-7660
83-1039
U-7802
83-1226
830465-E1
U-7777
U-7779
U-7480-R
U-7488-R
U-7484-R
U-7550-R
U-7477-R**
18978
R-842583
R-842740
850050-EI
16091
19297
76-18788AA
&76-18793AA

Toledo Edison Company(Ohio PUC)
Cleveland Electric Illuminating Company (Ohio PUC)
Tampa Electric Company (Florida PSC)
The Detroit Edison Company - Fermi II (Michigan PSC)
Columbia Gas of Kentucky, Inc. (Kentucky PSC)
Arkansas Power & Light Company (Missouri PSC)
The Detroit Edison Company - Refunds (Michigan PSC)
Kentucky American Water Company (Kentucky PSC)
Wester Kentucky Gas Company (Kentucky PSC)
Connecticut Light & Power Co. (Connecticut DPU)
Palm Coast Utility Corporation (Florida PSC)
Consumers Power Co. - Partial and Immediate (Michigan PSC)
Continental Telephone Company of California, (Nevada PSC)
Consumers Power Company - Final (Michigan PSC)
Detroit Edison Co., FAC & PIPAC Reconciliation (Michigan PSC)
Louisiana Power & Light Company (Louisiana PSC)
Campaign Ballot Proposals (Michigan PSC)
Seacoast Utilities (Florida PSC) .
Detroit Edison Company (Michigan PSC)
CP National Corporation (Nevada PSC)
Michigan Gas Utilities Company (Michigan PSC)
Sierra Pacific Power Company (Nevada PSC)
Florida Power & Light Company (Florida PSC)
Michigan Consolidated Gas Company (Michigan PSC)
Consumers Power Company (Michigan PSC)
Michigan Consolidated Gas Company (Michigan PSC)
Consumers Power Company - Gas (Michigan PSC)
Michigan Gas Utilities Company (Michigan PSC)
Detroit Edison Company (Michigan PSC)
Indiana & Michigan Electric Company (Michigan PSC)
Continental Telephone Co. of the South Alabama (Alabama PSC)
Duquesne Light Company (Pennsylvania PUC)
Pennsylvania Power Company (Pennsylvania PUC)
Tampa Electric Company (Florida PSC)
Louisiana Power & Light Company (Louisiana PSC)
Continental Telephone Co. of the South Alabama (Alabama PSC)

Detroit Edison - Refund - Appeal of U-4807 (Ingham
County, Michigan Circuit Court)

85-53476AA
& 85-534785AA Detroit Edison Refund - Appeal of U-4758

(Ingham County, Michigan Circuit Court)
Consumers Power Company - Gas Refunds (Michigan PSC)
United Telephone Company of Missouri (Missouri PSC)
Central Maine Power Company (Maine PSC)

U-8091/U-8239
TR-85-179**
85-212
ER-85646001
& ER-85647001
850782-EI & 850783-EI
R-860378

New England Power Company (FERC)
Florida Power & Light Company (Florida PSC)
Duquesne Light Company (Pennsylvania PUC)
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R-850267
851007-WU
& 840419-SU
G-002/GR-86-160
7195 (Interim)
87-01-03
87-01-02

Pennsylvania Power Company (Pennsylvania PUC)

R-860378
3673-
29484
U-8924
Docket No. 1
Docket E-2, Sub 527
870853
880069**
U-1954-88-102
T E-1032-88-102
89-0033
U-89-2688-T
R-891364
F.C. 889
Case No. 88/546*

87-11628*

890319-EI
891345-EI
ER 881 l 0912J
6531
R0901595
90-10
89-12-05
900329-WS
90-12-018
90-E-1185
R-911966
1.90-07-037, Phase 11

U-1551-90-322
U-1656-91-134
U-2013-91-133
91-l74***

U-1551-89-102
& U-1551-89-103
Docket No. 6998
TC-91-040A and
TC-91-040B

9911030-WS &
911-67-WS
922180
7233 and 7243

Florida Cities Water Company (Florida PSC)
Norther States Power Company (Minnesota PSC)
Gulf States Utilities Company (Texas PUC)
Connecticut Natural Gas Company (Connecticut PUC))
Southern New England Telephone Company
(Connecticut Department of Public Utility Control)
Duquesne Light Company Surrebuttal (Pennsylvania PUC)
Georgia Power Company (Georgia PSC)
Long Island Lighting Co. (New York Dept. of Public Service)
Consumers Power Company - Gas (Michigan PSC)
Austin Electric Utility (City of Austin, Texas)
Carolina Power & Light Company (North Carolina PUC)
Pennsylvania Gas and Water Company (Pennsylvania PUC)
Southern Bell Telephone Company (Florida PSC)
Citizens Utilities Rural Company, Inc. & Citizens Utilities
Company, Kinsman Telephone Division (Arizona CC)
Illinois Bell Telephone Company (Illinois CC)
Puget Sound Power & Light Company (Washington UTC))
Philadelphia Electric Company (Pennsylvania PUC)
Potomac Electric Power Company (District of Columbia PSC)
Niagara Mohawk Power Corporation, et al Plaintiffs, v.
Gulf+Western, Inc. et al, defendants (Supreme Court County of
Onondaga, State of New York)
Duquesne Light Company, et al, plaintiffs, against Gulf+
Western, Inc. et al, defendants (Court of the Common Pleas of
Allegheny County, Pennsylvania Civil Division)
Florida Power & Light Company (Florida PSC)
Gulf Power Company (Florida PSC)
Jersey Central Power & Light Company (BPU)
Hawaiian Electric Company (Hawaii PUCs)
Equitable Gas Company (Pennsylvania Consumer Counsel)
Artesian Water Company (Delaware PSC)
Souther New England Telephone Company (Connecticut PUC)
Southern States Utilities, Inc. (Florida PSC)
Southern California Edison Company (California PUC)
Long Island Lighting Company (New York DPS)
Pennsylvania Gas & Water Company (Pennsylvania PUC)
(Investigation of OPEBs) Department of the Navy and all Other
Federal Executive Agencies (California PUC)
Southwest Gas Corporation (Arizona CC)
Sun City Water Company (Arizona RUCO)
Havasu Water Company (Arizona RUCO)
Central Maine Power Company (Department of the Navy and all
Other Federal Executive Agencies)
Southwest Gas Corporation - Rebuttal and PGA Audit (Arizona
Corporation Commission)
Hawaiian Electric Company (Hawaii PUC)
Intrastate Access Charge Methodology, Pool and Rates
Local Exchange Carriers Association and South Dakota
Independent Telephone Coalition
General Development Utilities - Port Malabar and
West Coast Divisions (Florida PSC)
The Peoples Natural Gas Company (Pennsylvania PUC)
Hawaiian Nonpension Postretirement Benefits (Hawaiian PUC)
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R-00922314
& M-920313C006
R00922428
E-1032-92-083 &
U-1656-92-183

Metropolitan Edison Company (Pennsylvania PUC)
Pennsylvania American Water Company (Pennsylvania PUC)

92-09-19
E-1032-92-073
UE-92- 1262
92-345
R-932667
U-93-60**
U-93-50**
U-93-64
7700
E-1032-93-111 &
U-1032-93-193
R-00932670
U-1514-93-169/
E-1032-93-169
7766
93-2006- GA-AIR*
94-E-0334
94-0270
94-0097
PU-314-94-688
94-12-005-Phase I
R-953297
95-03-0 l
95-0342
94-996-EL-AIR
95-1000-E
Non-Docketed
StaH' Investigation
E-1032-95-473
E-1032-95-433

GR-96-285
94- 10-45
A.96-08-001 et al.

96-324
96-08-070, et al.

97-05-12
R-00973953

97-65

Citizens Utilities Company, Agua Fria Water Division
(Arizona Corporation Commission)
Southern New England Telephone Company (Connecticut PUC)
Citizens Utilities Company (Electric Division), (Arizona CC)
Puget Sound Power and Light Company (Washington UTC))
Central Maine Power Company (Maine PUC)
Pennsylvania Gas & Water Company (Pennsylvania PUC)
Matanuska Telephone Association, Inc. (Alaska PUC)
Anchorage Telephone Utility (Alaska PUC)
PTI Communications (Alaska PUC)
Hawaiian Electric Company, Inc. (Hawaii PUC)
Citizens Utilities Company - Gas Division
(Arizona Corporation Commission
Pennsylvania American Water Company (Pennsylvania PUC)
Sale of Assets CC&N from Contel of the West, Inc. to
Citizens Utilities Company (Arizona Corporation Commission)
Hawaiian Electric Company, Inc. (Hawaii PUC)
The East Ohio Gas Company (Ohio PUC)
Con solidated Edison Company (New York DPS)
Inter-State Water Company (Illinois Commerce Commission)
Citizens Utilities Company, Kauai Electric Division (Hawaii PUC)
Application for Transfer of Local Exchanges (North Dakota PSC)
Pacific Gas & Electric Company (California PUC)
UGI Utilities, Inc. - Gas Division (Pennsylvania PUC)
Southern New England Telephone Company (Connecticut PUC)
Consumer Illinois Water, Kankakee Water District (Illinois CC)
Ohio Power Company (Ohio PUC)
South Carolina Electric & Gas Company (South Carolina PSC)
Citizens Utility Company - Arizona Telephone Operations
(Arizona Corporation Commission)
Citizens Utility Co. - Northern Arizona Gas Division (Arizona CC)
Citizens Utility Co. - Arizona Electric Division (Arizona CC)
Collaborative Ratemaking Process Columbia Gas of Pennsylvania
(Pennsylvania PUC)
Missouri Gas Energy (Missouri PSC)
Southern New England Telephone Company (Connecticut PUC)
California Utilities' Applications to Identify Sunk Costs ofNon-
Nuclear Generation Assets, & Transition Costs for Electric Utility
Restructuring, & Consolidated Proceedings (California PUC)
Bell Atlantic - Delaware, Inc. (Delaware PSC)
Pacific Gas & Electric Co., Southern California Edison Co. and
San Diego Gas & Electric Company (California PUC)
Connecticut Light & Power (Connecticut PUC)
Application of PECO Energy Company for Approval of its
Restructuring Plan Under Section 2806 of the Public Utility Code
(Pennsylvania PUC)
Application of Delmarva Power &Light Co. for Application of a
Cost Accounting Manual and a Code of Conduct (Delaware PSC)
Energy Gulf States, Inc. (Cities Steering Committee)
Southwestern Telephone Co. (Arizona Corporation Commission)
Delaware - Estimate Impact of Universal Services Issues
(Delaware PSC)

16705
E- 1072-97-067
Non-Docketed
Staff Investigation
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PU-314-97-12
97-0351
97-8001

U-0000-94-165

US West Communications, Inc. Cost Studies (North Dakota PSC)
Consumer Illinois Water Company (Illinois CC)
Investigation of Issues to be Considered as a Result of Restructuring of Electric
Industry (Nevada PSC)
Generic Docket to Con sider Competition in the Provision
of Retail Electric ServiCe (Arizona Corporation Commission)

98-05-006-Phase I San Diego Gas & Electric Co., Section 386 costs (California PUC)
9355-U Georgia Power Company Rate Case (Georgia PUC)
97-12-020 - Phase I Pacific Gas & Electric Company (California PUC)
U-98-56, U-98-60, Investigation of 1998 Intrastate Access charge filings
U-98-65, U-98-67 (Alaska PUC)
(U-99-66, U-99-65, Investigation of 1999 Intrastate Access Charge filing
U-99-56, U-99-52) (Alaska PUC)
Phase II of 97-sccc-l49~GIT

Southwestern Bell Telephone Company Cost Studies (Kansas CC)
PU-314-97-465 US West Universal Service Cost Model (North Dakota PSC)
Non-docketed Assistance Bell Atlantic - Delaware, Inc., Rew'ew of New Telecomm.

Contract Dispute

Non-docketed Project
Non-docketed
Pro' act
E-1032-95»417

T-105113-99-0497

T-010518-99-0105
A00-07-043
T-01051B-99-0499
99-419/420
PU314-99-119

98-0252

00- 108
U-00-28
Non-Docketed

00-11-038
00-11-056
00-10-028

98-479

99-457

99-582

99-03-04

and Tariff Filings (Delaware PSC)
City of Zeeland, M] - Water Contract with the City of Holland, MI
(Before an arbitration panel)
City of Danville, IL - Valuation of Water System (Danville, IL)

Village of University Park, IL - Valuation of Water and
Sewer System (Village of University Park, Illinois)
Citizens Utility Co., Maricopa Water/Wastewater Companies
et al. (Arizona Corporation Commission)
Proposed Merger of the Parent Corporation of Qwest
Communications Corporation, LCI International Telecom Corp.,
and US West Communications, Inc. (Arizona CC)
US West Communications, Inc. Rate Case (Arizona CC)
Pacific Gas & Electric - 2001 Attrition (California PUC)
US West/Quest Broadband Asset Transfer (Arizona CC)
US West, Inc. Toll and Access Rebalancing (North Dakota PSC)
US West, Inc. Residential Rate Increase and Cost Study Review
(North Dakota PSC
Ameritech - Illinois, Review of Alternative Regulation Plan
(Illinois CUB)
Delmarva Billing System Investigation (Delaware PSC)
Matanuska Telephone Association (Alaska PUC)
Management Audit and Market Power Mitigation Analysis of the
Merged Gas System Operation of Pacific Enterprises and Enova
Corporation (California PUC)
Southern California Edison (California PUC)
Pacific Gas & Electric (California PUC)
The Utility Reform Network for Modification of Resolution E-
3527 (Cadifomia PUC)
Delmarva Power & Light Application for Approval omits Electric
and Fuel Adjustments Costs (Delaware PSC)
Delaware Electric Cooperative Restructuring Filing (Delaware
PSC)
Delmarva Power & Light db Conectiv Power Delivery
Analysis of Code of Conduct and Cost Accounting Manual (Delaware PSC)
United Illuminating Company Recovery of Stranded Costs
(Connecticut OCC)
Connecticut Light & Power (Connecticut OCC)99-03-36

Civil Action No.
98-1 l 17 West Penn Power Company vs. PA PUC (Pennsylvania PSC)
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Case No. 12604
Case No. 12613
41651
13605-U
14000-U
13196-U

Non -Docketed

Non -Docketed

Application No.
99-01-016,

Upper Peninsula Power Company (Michigan AG)
Wisconsin Public Service Commission (Michigan AG)
Northern Indiana Public Service Co Overeamings investigation (Indiana UCC)
Savannah Electric & Power Company - FCR (Georgia PSC)
Georgia Power Company Rate Case/M&S Review (Georgia PSC)
Savannah Electric & Power Company Natural Gas Procurement and Risk
Management/Hedging Proposal, Docket No. 13196-U (GeorgiaPSC)
Georgia Power Company & Savannah Electric & Power FPR
Company Fuel Procurement Audit (Georgia PSC)
Transition Costs of Nevada Vertically Integrated Utilities (US Department of
Navy)
Post-Transition Ratemaddng Mechanisms for the Electric Industry
Restructuring (US Department of Navy)

Phase I
99-02-05
Ol-05-19-RE03

G-01551A-00-0309

00-07-043

Connecticut Light & Power (Connecticut OCC)
Yankee Gas Service Application for a Rate Increase, Phase I-2002-IERM
(Connecticut OCC)
Southwest Gas Corporation, Application to amend its rate
Schedules (Arizona CC)
Pacific Gas & Electric Company Attrition & Application for a rate increase
(California PUC)

97-12-020
Phase II
01 - 10~ 10
13711-U
02-001
02-BLVT-377-AUD
02- S&TT-390-AUD
01 -SFLT-879-AUD

01-BSTT-878-AUD

Pacific Gas & Electric Company Rate Case (California PUC)
United Illuminating Company (Connecticut OCC)
Georgia Power PCR (Georgia PSC)
Verizon Delaware § 271(Delaware DPA)
Blue Valley Telephone Company Audit/General Rate Investigation (Kansas CC)
S&T Telephone Cooperative Audit/General Rate Investigation (Kansas CC)
Sunflower Telephone Company Inc., Audit/General Rate Investigation
(Kansas CC)
Bluestem Telephone Company, Inc. Audit/General Rate Investigation
(Kansas CC)

p404, 407, 520, 413
426, 427, 430, 421/
CI-00-712

U-01-85

U-01-34

U-01-83

U-01-87

96-324, Phase II
03-WI-IST-503-AUD
04-GNBT- 130-AUD
Docket 6914

Sherbume County Rural Telephone Company, db as Connections, Etc.
(Minnesota DOC)
ACS of Alaska, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
ACS of Anchorage, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
ACS of Fairbanks, db as Alaska Communications Systems (ACS), Rate Case
(Alaska Regulatory Commission PAS)
ACS of the Northland, db as Alaska Communications Systems (ACS), Rate
Case (Alaska Regulatory Commission PAS)
Verizon Delaware, Inc. UNE Rate Filing (Delaware PSC)
Wheat State Telephone Company (Kansas CC)
Golden Belt Telephone Association (Kansas CC)
Shoreham Telephone Company, Inc. (Vermont BPU)



Schedule Description Pages Note

Revenue Requirement Summa Schedules
A Calculation of Revenue Deficiency Sufficiency 3

A-l Gross Revenue Conversion Factor 1

B Adjusted Rate Base 1

B.1 Summa of Adjustments to Rate Base 2

C Adjusted Net Operating Income 1

C.1 Summa of Net Operating Income Adjustments 3

D Capital Structure and Cost Rates 1

Rate Base Adjustments
B-1 Post-Test Year Plant Additions 1

B-2 Correction to RCND Amounts 1

B-3 Accumulated Deferred Income Taxes - Account 190 1

B-4 0.Cash Working Capital for eating Expenses - Lead Lag Study 2

B-5 Yucca Plant Units5 & 6 1

Net Operating Income Adjustments
C-1 Attrition Adjustment 1

C-2 Advertising Expense 1

C-3 kxcentive Compensation 1

C-4 Stock-Based Compensation l
C-5 uSupplemental Excess Benefit Retirement Pro am SERP) l
C-6 Nomecuning Executive Hiring Expenses 1

C-7 Injuries andDamages 1

C-8 Depreciation and Prope Tax Expense Related to Post-Test Year Additions 2

C-9 * »D reciatjon and Prove Tax Expense Related to Yucca Units 5 and 6 1

C-10 u CostsOrganizational Redesi 1

C-11 Gain on Sale of Windsor Substation Land Swap 1

C-12 LobbyingExpense 1

C-13 Interest Synchronization 1

C-14 Gains on S02 Allowances 1

C-15 Base Fuel and Purchased Power 1

C-16 Edison Electric InstituteDues 2

C-17 Depreciation Expense 1

C-18 Legal Expense 1

C-19 Fly Ash Sales 1

1Total Pages, Including Content Listen 40

Attachment RCS-2
Staff Accounting Schedules

Accompanying the Direct Testimony of Ralph C. Smith
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Arizona Public Service Company

Computation of Increase in Gross Revenue Requirement

Docket No. E-01345A-08-0172

Schedule A

Page 2 of 3

Fair Value Rate of Return Alternatives

Test Year Ended December 31, 2007

(Thousands of Dollars)

Line

No. Description Reference

Staff

Alternative 1

Fair

Value

(A)

Staff

Alternative 2

Fair

Value

(B)

1 Adjusted Rate Base Sch. B $ 7,386,552 s 7,386,552

2 Rate of Return Sch. D 6.16% 6.58%

3 Operating Income Required $ 455,012 $ 486,035

4 Net Operating Income Available Sch. C s 300,506 $ 300,506

5 Operating Income Excess/Deficiency $ 154,506 $ 185,529

6 Gross Revenue Conversion Factor Sch. A-l 1.6525 1.6525

7 Revenue Deficiency (Sufficiency) $ 255,321 $ 306,586

8 Increase over column A s 51,265

9

10

11

12
13

Components of Total Rate Increase

Base Rate Increase

Fuel Related Increase in Base Rates

Total Base Rate Incense

Fuel Related Increase

Total Rate Increase Requested

$

$

$

$
$

103,797

11,436

115,233

140,088
255,321

$

$

$

s

S

155,062
11,436

166,498
140,088
306,586

1 4

1 5

1 6

Percentage Increase Over Current Rates

Revenue from Sales to Ultimate Retail CI
Percentage Increase - Net of PSA

Percentage Increase - Total

Sch c, L.1
L11/L14
L.l3/L14

s 2,637,447

4.37%

9.68%

s 2,637,447

6.31%

11.62%

Notes and Source

Lines 1, 4 and 6: See Schedule A, page 1, Columns C and D.



Arizona Public Service Company
Revenue Requirement Reconciliation
Test Year Ended December 3 I . 2007

Docket No. E-01345A-08-0172
Schedule A
Page 3 of 3

(Thousands of Dollars)

No. Description Schedule Adjustments
Conversion

Factor

Equivalent
Revenue

Requirement
Amount

D
A-1 1.6525

0.460960%

$ 5.359.964 (24,707)
8.58%

14.18%

$ (45,207) 14.18%
14.18%
14.18%

(6,412)

1
2
3
4
5
6
7
8
9
10
11

$ (2,132) (302)

(1,590)
(8,075)

(226)
(1,145)

B-6

14.18%
14.18%
14.18%

12
13
14

15

$

s

(57,003)

5.302.961

48.074 1.65250
1.65250
1.65250
1.65250
1 .65250
1.65250
1 .65250

(79,442)

16
17
18
19
20
21
22
23
24
25

(1 l,944)
(5,551)
(5,116)

(209)
(941)

1.65250 (2,112)

26
(301)

(379)

19.597

1.65250
1.65250
1.65250
1.65250
1.65250
1.65250
1.65250
1.65250
1.65250
1.65250
1.65250

(1,370)
(6,395)
(6,727)

(32,385)

(7,526)
(120)

(1,132)

27
28
29
30
31
32
33
34
35
36
37

38 $

97.394

300.506

1.65250
1.64910
0.00340

39
40
41
42
43
44
45
46
47
48

Rate of return difference
Staff GRCF
Rate Base
Original Cost Rate Base per APS' Filing
Staff ROR
Staff ROR x GRCF
Effect of Staff adjustments to Rate Base
Post-Test Year Plant Additions
RCND For Plant-Related Accumulated Deferred Income T
Accumulated Deferred Income Taxes
Cash Working Capital for Operating Expenses - Lead
Lag Study
Yucca Plant Units 5 & 6
Post-Test Year Construction Work in Progress
Total Staff Original Cost Rate Base Adjustments

Staff Adjusted Original Cost Rate Base

Net Operating Income
Net Operating Income per APS' Filing
Effect of Staff Adjustments on N O I
Attrition Adjustment
Advertising Expense
Incentive Compensation
Stock-Based Compensation
Supplemental Excess Benefit Retirement Program
Non-recurring Executive Hiring Expenses
Injuries and Damages
Depreciation and Property Tax Expense Related to Post
Test Year Plant Additions
Depreciation and Property Tax Expense Related to
Yucca Units 5 & 6
Organizational Redesign Costs
Gain on Sale of Windsor Substation Land Swap
Lobbying Expense
Interest Synchronization
Gains on SO2 Allowances
Bee Fuel and Purchased Power
Edison Electric Institute Dues
Depreciation Expense
Legal Expense
Fly Ash Sales
Total Staff Adjustments to Operating Income

Staff Adjusted Net Operating Income

Gross Revenue Conversion Factor Difference
Per Staff
Per Company
Difference
Company adjusted NOI deficiency
GRCF difference
STAFF REVENUE REQUIREMENT ADJUSTMENTS IDENTIFIED ABOVE
Company requested Base Rate Revenue Increase
Reconciled Revenue Requirement
Revenue Requirement Calculated on OCRB
Unidentified Difference

$
$

(192,814)
448
255.380
255.291

89



Arizona Public Service Company
Computation of Gross Revenue Conversion Factor

Docket No. E-01345A-08-0172
Schedule A-1

Page 1 of 1

Test Year Ended December 31, 2007

Line

No.
Company

Description

Staff

Proposed

(B)(A)

l Gross Revenue 100.00% 100.00%

2 Less: Uncollectible Revenue 0.21%

3 Taxable Income as a Percent 99.79%

4 Less: Federal Income Taxes 32.65% 32.58%

5 Taxable Income asa Percent 67.35% 67.21%

6 Less: State Income Taxes 6.71% 6.70%

7 Change in Net Operating Income 60.64% 60.51%

8 Gross Revenue Conversion Factor 1.6491 1.6525

9 Combined state and federal income tax rate 39.36% 39.36%

Notes and Source
Col.A: APS Filing, Schedule C-3

Col.B: Staff included the uncollectible rate of .21% used by APS in its pro forma Bad Debt Expense adjustment

Components of Revenue Requirement Increase ($000's)

Net Income
Federal Income Taxes

State Income Taxes

Uncollectibles
Total Revenue Increase

$

$

$

$
$

Amount
154,486

83,179
17,094

531
255,290

Percent

60,5 l %

32.58%

6.70%
0.21%

100.00%
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Arizona Public Service Company

Adjusted Net Operating Income

ACC Jurisdictional

Test Year Ended December 3 l , 2007

(Thousand of Dollars)

Docket No. E-01345A-08-0172

Schedule C

Page 1 of 1

Line

No. Description

As Adjusted
by APS

(A)

Staff

Adjustments

(B)

As Adjusted
by Staff

(C)

2,637,4471

2

3

4

Operating Revenues

Revenues From Base Rates

Revenues From Surcharges
Other Electric Revenues

Total Operating Revenues

$

$

$

$

94,461

2,731,908

$

$

$

$

504

504

$ 2,637,447
$ _

$ 94,965

s 2,732,412

5

6

7

8

9

10

Operating Expenses

Electric Fuel and Purchased Power
O&M Excluding Fuel Expenses

Depreciation & Amortization

Income Taxes

Other Taxes

Total Operating Expenses

s
$

$

$

$

$

1,200,220

827,598

345,176

28,234

127,568

2,528,796

s

$

$

$

$

$

(32,317)
(110,348)

(9,474)
56,834
(1,585)

(96,891)

$ 1,167,903

$ 717,250

$ 335,702

$ 85,068

$ 125,983

$ 2,431,905

l l Net Operating Income $ 203,112 s 97,394 $ 300,506

Notes and Source

Col. A: APS Schedule C-1, page 2 of 2

Col. B: Staff Schedule C.l
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Arizona Public Service Company
Capital Structure & Cost Rates

Docket No. E-01345A-08-0172
Schedule D
Page 1 of l

Test Year Ended December 31, 2007

No. Capital Source
Capitalization

Amount Percent

Weighted Avg
Cost of Capital

2.886.741
1
2
3

46.219

53.79%
100.00%

11.50%

0.00%
2.67%
6.19%

%

APS - Proposed
Shoat-Tenn Debt
Long-Term Debt
Common Stock Equity

Total Capital 6.246.926

5
6
7
8

ACC Staff - Proposed
Short-Tenn Debt
Long-Term Debt
Corr non Stock Equity

Total Capital

2.886.741
3.360.185
6.246.926

46.21%
53.79%

100.00%

5.77%
11.00%

9 Difference 0.28%

10 Weighted Cost of Debt

11
12
13
14
15

2.450.529
2.852.432
5.302.962

33.189
38.62%

0.00%
5.77%

11.00%

0.00%
1.91%

%

16

ACC Staff - Proposed Fair Value Rate of Return - Alternative 1
Short-Term Debt
Long-Term Debt
Common Stock Equity

Capital financing OCRB
Appreciation above OCRB
not recognized on utility's books
Total capital supportingFVRB

2_083.59l

7.386.553

28.20%
100.00%

17
18
19
20
21

2.450.529
2.852.432
5.302.962

0.00%
33.18%
38.62%

0.00%
5.77%

1 l .00%

0.00%
1.91%
4.25%

22

ACC Staff - Proposed Fair Value Rate of Return - Alternative 2
Shop-Tem Debt
Long-TermDebt
Common Stock Equity

Capital financing OCRB
Appreciation above OCRB
not recognized on utility's books
Total capital supportingFVRB

2.083.591
7.386.553

28.20%
100.00%

Notes and Source
Lines 11-15. Col.A

23 Fair Value Rate Base 7.386.552 Schedule A
24 Original Cost Rate Base 5.302.961 Schedule A
25 Difference 2.083.591

Difference is appreciation of Fair Value over Original Cost that is not recognized
on the utility's books

[H] The appreciation of Fair Value over Original Cost has not been recognized on the utility's books
Such off-book appreciation has not been financed by debt or equity capital recorded on the utility's books
The appreciation over Original Cost book value is therefore recognized for cost of capital
purposes at zero cost

[b] Per Staff witness David Parnell
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Arizona Public Service Company
Cash Working Capital for Operating Expenses - Lead Lag Study
Test Year Ended December 3 l, 2007

Docket No. E-01345A-08-0172
Schedule B-4
Page 1 of 2

R E V E N U E EXPENSE

D ESC R I PT I O N

O R I G I N A L
A M O U N T

A PPL I ED
A M O U N T F A C r O R

W O R K I N G
C A P I T A L

R E Q U I R E M E N T

221.310.726
462,349,260

23 389.836
(20,058,357)

Z2L310.7Z6
442.290.903

23.389.$36

38.17076
38.17076

3434111
43.80915

3.22965
5.63839

0.00885
0.01545

L958 .600
( 4 3 3 , 3 9 4 )

0
3Z7.29l

35.173

1
2
3
4
5
6
7

902.514 902.574
3 8 1 7 0 7 6
38.17076

14.48095
23.94757

23.68981
14.22319

0.06490
0 ( )3 8 9 7

F UEL  F OR EL ECT RI C GENERAT I ON
C O A L
N A T U R A L  G A S
G A S M T M  A N D  F U T U R ES
H A N D L I N G
F UEL  O I L
N U C L E A R

A M O R T I Z A T I O N
SPENT  F UEL

T O T A L  N U C L E A R  F U E L

37_872.l25
1 2 5 2 2 3 2 8
50.394_453

37.872125
12.522.328
50,394.453

3847076 7 6 1 9 3 5 1 38.12275

o
(1,307,957>
( l ,307 ,957)

10
l l
1 2  T O T A L  F U E L 763,389,845 (20,05B,357) 743.33 L492 (s,8z0,287)

(1z,zs9,0z1) 38.17076 3 6 3 4 7 0 0 1.32376 0.00363
o
0

38.17076 38.08435 0.08641 0.00024

282,572,972
34.736.004

l l0 .66B.577
Z9_496.669

388,002,213 (12,259,021 )

2 7 0 8 1 3 3 5 0
(34,736,004)
110.668.577

29.496.669
743.191 988.319

1,151,392,061 (32,317,37B) 1,119,074,683 (4,831,968)

(17,391,265>
(5v435,000)

14.48095
21Z.5(l000

55.88928

z87.sz0.209
25,074,490
32,520,715
3B.5D7.056
z1. :24 .59s
7 L 7 3 0 , Z l 3

5_Z6B.3W
1 6 5 2 .3 4 3

45.785.066
4.575.722

(1,z17,3sB)

3B.l7076
3 8 1 7 0 7 6
38.17076
3 8 1 7 0 7 6
38.17076
38.17076
38.17076
38.17075
35.17076

l1.77424
29.54000
10.54665
24.08181

l 10.33117

23.68931
17432924

1 7 7 1 8 5 2
28.55076
26.39652

8 6 3 0 7 6
27.6241 l
62.25257
72.16041

0 9 6 4 9 0
0.47761
0.04854
0 0 7 8 2 2
0.07232
0.02365
0 0 7 5 6 8
0.17055
0.19770

]60 . l46 ,74B
710,077,1 ms

(998,549)
(s8,273,01z)

(1  l3 ,3 l51§ l4 )

287,820,209
7.683.225

27 085.715
38 .501056
to. 107.210
72.730113

5.268.300
7.652.343

45.785.0ss
4.575.722
7.672.809

71 873.736
596.761.603

38.17076 34.72000 3.45076

1s.679.saz
(3,669,585)
(1,314,7411
3 012.022

454.153
1.720.070

398.705
305.107

(9,osx,708)
o
o

679.207
13.212.762

(9,373,094) 36L562.606 o

14 P U R C H A S E D  P O W E R
15 P O W E R  M T M
16 POWER SUPPL Y ADJ UST ER
17 T RANSM I SSI ON BY OT HERS
1 8  T O T A L  PU R C H A SED  PO W ER  &  T R A N SM I SS I O N
19
2 0  T O T A L  F U EL  A N D  PU R C H A SED  PO W ER
21

2 2  D T H E R  O P E R A T I O N S  &  M A I N T E N A N C E

23 P A Y R O L L
24 I N C E N T I V E
25 PENSI ON AND OPEB
26 EM PL OYEE BENEF I T S
Z7 P A Y R O L L  T A X E S
za M AT ERI AL S & SUPPL I ES
29 V E H I C L E  L E A S E  P A Y M E N T S
3 0 R E N T S
3 1 PA L O  VER D E L EA SE
3 2 PAL O VERDE S / L  GAI N  AM ORT
3 3 I N S U R A N C E
34 O T H E R
3 5  T O T A L
3 6
3 7  1 > E p R E c l A n o n  &  A M O R T I Z A T I O N
a s  AM ORT  OF  EL ECT RI C PL T  ACQ ADJ
3 9  AM ORT  DF  PROP L OSSES & REG ST UDY COST S
4 0  T O T A L
4 1
4 2  I N C O M E  T A X E S
4 3 C U R R E N T

370.935.70D
0

(5,505,45B)
36s.430.24z (9,373,094)

(5,505,458.)
356.057.148

F E D E R A L B3,226,540
17,103,770

255.351
44,832,770

(44.119,000)
256.M5.31 I

38.17076
38.17076

59.05000
64.92526

20.87924
26.75450

0105720
0.07330

( l4 ,606 ,108)
(3,2s6,242)

0
( l7 ,892 ,350 )

172.125.000
27.729.000

( 4 4 , l l m a o )
155.735,000 1D0,330,311

l27.653.6l)4
222.s99.ss7

44373,553
394932,029

(404,684) 127.248.920
222.899.867

44.37s.55a
394.527.345

38.17076
19.83546
19.83546

204.79734
40.20833
52.10812

166.62657
20.37287
3 2 1 7 2 6 6

0.45651
0005582

4 . 0 8 8 4 2

(58,090,404)
(1z ,44z,z71)

(3,9Z3,9§2)
(74,456,627)(404,684)

175,232,969 ( l 0 , 0 6 l , 9 6 9 ) 165.171.000 38.17076 85.14862 4 6 . 9 7 7 9 0012B71 (2 I,258 ,569 )

4 6 D E F E R R E D
4 7  T O T A L
4 8
4 9  O T H E R  T A X E S
5 0 PROPERT Y T AXES
Sl S A L E S T A X E S
5 2 F R A N C H I S E T A J E S
5 3  T O T A L
54
5 5  I N T E R E S T E X P E N S E
5 6
5 7  T O T A L 2,952,799,419 (65 , l42 ,329) 2,887,657,091 ( l05 ,226 ,752)

5 B  T O T A L  C A SH  W O R K I N G  C A PI T A L  .  C A L C U L A T ED
59  TOTAL CASH WORKING cApxTA1 .  -  p r  APS f i l ing ,  Schedu le  B-5
60 Adjusnncnt to Cash Working Capital

ACC Jurisdictional Factor
ACC Jurisdictional CWC

$(105,z2s,752)
$(103,403,467)
s ( l ,8Z3 ,285)

0.872083
r1,590,056)s



W '
o f

on

9of
9
<in<rcom

8%\Vu -"'m.f/=_<oN» n

.So

11
m
v"4

v-4
I

1_4
I

*ease
8 8of Om o

o

m
o..
< ~nI
o  M
" '  a s_.
-4 8
m
as

4 4

w

v.ozo
m o

v

9
I-U <r
6 an N

C4-1z as o
N
0
w
m
Q*

q)
-24
o
O
Q

:s
-o
Q)

.S
o

m
-o

4-3
s:
a>
E+4V)
:=--H
as
LE
42
3
o

Q.

0 \°8° 8
H \D
s:
o
o
LE
q)

Q*
I-1 L4q)D
mo.

<2-
<r
0
c

1 'IJ
<c <5
' 3 4-

0  8
.-T 3

o

s<6
DO

<:
2:s-o0.C0U]

I n
W
0
c

<  0
'E 36
o 8
- 4 Q .

8w O
4. 3as

<c
2
:s-o0.a
o
in

'E5
o
E
<c

_vo

o
O

h e

9 if ppl\  c o f

o Ev- to
o

N

Q o o o Co <r <r o <to 'fn in o Lr
in z\ N 9 F'(\| If
r~ vs r~ C'

N N (43 v'of Lr
»-< v-1 A

o  o  O  o  C
o z~ o l~
Q In Lu O l~
Q U\ of (\N m On ifK\ o ac

(\ W
(*I N v-4 <

v-1

m
11-1

' U
Q)
cm
m

. :
o
1-4
: =

Q-4

\01\m
n ° 1 qm u mwwwm u m

ear;

"8
4-a
o
I -

o

<4-»
u
0

.c:m

.=45-4
o
3

' c
s :
ms

T ,
s

L24
m

E
L.

Q-4o
c

Um
9
03-1
o
c... .
0
5
gG.)

8:
m

4 4

U)

9 8Q)u >  o
g  . - .
8_4-4

vo' §  a s
' U
8
m....

. 2
m
o

<8
28

=o
8cD
E
2
Q.Q.:
vo

91
o.
<c
5-4D
Q.
s:
o
<8

¢u
c

vo

:-
O.-4 <4
88*

_Q n
as

E

ox-.
Q .

i n
D-1
< :
41-4
O

Ts
33
g
8

8_9v-1

84.
§2,

m

8 3
oQ 4

Q

0 9
§ §

o .
'AE
1-. O
8,u
use
<86L) ._.

cs o
0

F-'
D

LE
8c.>

. cpa
4-4
o

2
as U)

:s

O
Q ~4-»

0 8
i n: 2._.
8 as
>< 9v Q
+ »
v o

o

q)

a
8.
><

L w
88

E"=l=5"'

E fa
O s-O o ' °
4.> v

o
G)

c>

c
_o
*so
O
o G.)

"`.J
s

O

8 :8
Q) o'G

'Eu
' U
Q)

.SG
8-4

m.... U
> U
82 <

m in: c:
_o o
'8 <8s-» uU 0
Q. Q.
O O

¢:
o
`8
o
O
N as

\-1
Q)

=;
3
o._-
m
u

8
in 8 L)

o
>-1 6

C
as "` 8
* ><~* fs

>8
O
o
G
Q

m '94-*
m

s-.

q)

<4-
v4

c
(-q
0 s..

.1 o
cu ' O

CD

8 5
28 M
1-82
" 242:4

" é
as..t-8g
E o

8 5 be
E a

ea 5

°=92°5
4 "' .Sn

0 3m
o

: O §
"8 o

Hz *a e
8

no n

'Eo
I :
o

C O.o ~v'4
5 .84

oz.
Eu

£:
o

' s
Q .
' a
o
m
q )

Q

4
v s

8
au
m
m
0
.E
,_]

3

w D-

0)-4 m
<8

.c:
'3 o

Z 4
44
ti! LE

: 1

.~8 .~8 .2
Q. o.*6M as Ag
O O m
on on'*E 5 '5
45 8 oO
3 3  <:

QU
s:
.4

< 4-< s-.
:-4 "8 8 'U
Q) 44 4)

8
'ii
8

3
as 0 3
T, sE t-18
O A g

,Se-#E
i n

0_,e ..8
.,mSg
"'8

ESS¢>» *_5§
u83
ea,,§m-33

0<'n..
:33

8 <
===

»-183
4-»_,_,

>*

o  T
8 -a

Q.vo 8  Q
_o -o.S go q)

g 'U
8

8 38 3 <9
N .:
;8 8 v,Q a.>

I-*

0
c
»-J

0
no
M
a.

v-4 N m

£6 .2-1
If) \D
Q) 0
8 .z
4 ._u

a>
DD
cu

ca.

3D
d

p*
<r In 49

8 8: ¢u
.. g

• 8 8
8 88§°
Er- .s

895333
88888

8.88.5
888 aon .9

3388§8
"s

,_rn-.va8r=.&8
§ ° x \ o o o \ 2 :
a .

w
Eu aw *cg o

u: w cm I-<

mamM »-4
GO

<r \f̀ » \O1-4 v-4 1-4 FT



N

v-1

9
o f

9
<
vs
<-
m
v-4

of
o-4

I

.:.
oiv

o
c
q)
64-4
0
QS

<:m
3 1-4

.m 0

O
2
:s'O<t Q)

vsN cm
82* a:
8  8
m m
0 0)0 0V) vo

9
in 'fr
6 m v-1
Z ea "6
4- *

o -o a>
o .c: ono o m

m D-4Q

9
o f8==8~

<n§88-;<
:=

o

o \o <1-
O o o »-4

9 "1°9of m VIn of199in of
o

8 N

O 2; 3"-o l\<2 40
U

vo
. :
8: he he GO

of of \OQ of of
- o¢_ "-_O in Q mof

Q
\O

699999

Ts4-*
O

F-'

>~.
8
Q.
EO
U

2

o N €>ollo 0o we
m w
N (\|v-1 N

In v~l

<nlu~
4-»-wo

ease lee aa ee

f"4¢»-<3"8
44-4

se

as

*Q
com
N
m
as4->
m
-o

ac
+44-I

>*
_to
C

of
.E
:::
IJ-1
3-uD
n .
o
o  o f
3  Qo0)
w Qn m
5 "

2  3
°- :Q
s : m

'U
o s:

"O

C
_q
o.1\oON

oz O

4° 0

o
<c

m
c
c:

n
\-4

:vs
o
O
5

¥* s:

T, ..»
'-' iv0 o m

<8 .E
am v s 4-»

.*:

°8

8 8
c 'E n.

:> :>

m38Qf 50n 9_
38

o v e n
g o
o

c§as
"gogov,
*a 3.34
0413
gas
m f - ' R
8 8 1 5

_use
' D u - 5

9.4

'é'&'D
* E

>.I*1.2c:, Mv o
3
>*

._1

c : :

ccu

E
o
U

3
o

I-<
m
o

' 8
o..

o
4. 44-»~44*_,

L'
E
3

8 9
>*

v o

1 4

m
L .0

.D
Eoo0
D
'U0
'U
s

Lu
s. .avu
>*

s:o
-aQ.
'a
o
m
9.)

D

2 5
¢=.c=.4
N M

o
:s
>* <

Mo

>~»Ecy
Q.
E
O
U \O0o °3
8 vs

°> Q
r :

:>
4 4

== 5
cy E
g
N o

. : 3
<n >*

+4m
o

H

U .c o
._1 z

-4 N <*u

.pr
gm
"QM

<4
E h

481:
n o

8%
""8

053
§ 2

818-"_nm

2852
gov
.6c>.o..

Z < m
<r In \o





<»:

,QI

8U-°
.8§82
13*S

CJ -2 ' n

5Q
58

;=
Q

43
g~N LE
813i ; z 4~o 'D oQ g" oz,

63
56

8

99

UX\D
"Eas

8

8
.EL
£8
8

Q

v
fs

<8
D:

u
0*~

as

.8 .
8/

" v

W

8Q
8U

.Ge
e43 5

so' Q8  L u
8°f u - ~

88?N 4.°-~ o
'~ .>*Cy

<

#8
Q
N

.
°'7
4

g
8
ea

Q
'U

"§
ti)
4.
8'

>~
85

8

S

QS

3
8
8

<1
'D
>
O

o

8
8
,8Lu

QT
,5
»89r
8*'U

8
'E

R'~¢V_
A

8>
ws

5:
é'
.Q

§
,go

8

5
8 3
5 8
o

S o
§55
8 882.

2<c

lHI\lll\llll\lll
llllllll\lllllllll

I



00
c
2

<8
0
no

<
1 \

3 EN

g rW o m
'Q vs °9.
53 3
N #_

9 :

N
w

9
of
9
<c
v i
9'
m

o

o o f o o o o o o o ooo o f o o o o o c o oo
xo" o n m o # - oomomco \O© w m w o m m v owQ om v__oq1 \q<~l_-<o~ <;
In 91-4 r~I-<n--1\ 8

wasG9e9eeeee=ae9eeeee4seeee»aeeeeeeee e e e a

as
4- »c:
8 soE \./

I I 1

o  o  o  o o  c  o  o oo  o  o  o  c  o  o  o oo cu o o o ca o o o
ooo wmwrn

Q Q Q
1-4 -4N~n

'"~r
z U 4-4
0 :: o.M'U-4u
Q ,g so

Q*

Og .oz on

8
3.§

-<1~- <
E

o9 ofm Q 1-4of Q ["-.
of r- O\m l""~»-4 r-
v-4
he GO

c b o a o o c
® ©©*©==\D I"-©G\lt>G\'f)3 Q@"»--¢mn\nooN9©-39® 9we: in »-¢-*

* \

wwwv-1 ea
-- Q._.

eeeaeeeeeeeeeee9eaeeefaeee»*aeee»ae»aeeee
OO
<:

c:'E ca. :: f\
o
I-

9.-

888
8<:

Q co
re O ea
of o 4'
m mv (\lto ea*»

8 3 8 3Q o o o |
'8 QE 8 8 8Ov<'-j\D<r'_N cos ___

_ " o o ' o__ o
m eovmmv n o -
o c <'~l@<'U\~n \ o ~ n n[\v-4 -*_'-;\Q°q\r=_ v_nvw

<\\-~<~|--<- v-4 o
N

G 9 6 6 4 9 4 9 e a e e e e e e e e m w e e e f a e e e e e a e a e a
\-I-./G19 619

l l)
m
: : :
D
Q .
><

I-T-J

mof»-4m

8 3

Q o f o o o o o o o o c o

u-1% V'\ ©n©oo©~mv-< om -~ <. _©.>_~ o* ff
1r§ Er?-T -7 <-\-¢c~l-z »- eaN

@9@'999@9e9e»9e9eee»eeeeeeeeeeaweeeee

<1-
=><2.1-4u-4

ah 68

8 m4 o to
\ o \f\ o f9
m

N

I
v>
23u>~.
m

S o o o o c a
o o o c a o o
.°.°.=a°.=amo#-c>oov>~¢>,\-4 c\mo\c>n

° Q " " 2 S L ° 1 *

o 5`oc>cooooc>oo o o o o o o o o o o
~no~x\1~nc>c¢-nn--<r
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Arizona Public Service Company

Gains on S02 Allowances

Docket No. E-01345A-08-0172

Schedule C-14

Page 1 of 1

Test Year Ended December 31. 2007

No. Description

Total

Company

Amount

Jurisdictional

Amount Reference

1

2

3

Nominalized Gains on SO2 Allowances

Test Year Gains on Disposition of Allowances
Adjustment to Gains on S02 Allowances

$ 7.220.981

$ 339.353

s (6,881,628)

$ 7,044,934

s 331,080
$ (6,713,854)

Notes and Source

A: Per APS' response to Staff 4. 12 and calculated below

Gains from

Disposition of
SO2 Allowances

Account 411.8

Gain on

Disposition of

Property

Account 421 . 1 Account 107 Total

137.398

3.960.664 $ 4.636.025 $ 4,636,025

$ 137.398

$ 13,232,714

$ 7.675.893 $ 7.675,893 s 21,863,333

s 339.353

$ 36,104,9059

10

11

$

6.511.547

339.353

11,481,069 $12,311,918 $ 12,311,918Total

Normalize over 5 years
Normalized gains from SO2 allowances $ 7,220,981

12 Compare: 3 year average, 2005-2007 $ 7.578.264

Account 107 Total

13
14

s

B: ACC jurisdictional amount is based on APS' response to Staff 26.2, as calculated below
Gains from Gain on

Disposition of Disposition of
SO2 Allowances Property
Account 411.8 Account 421. 1

(G
134.048

3.864.103 $ 4_522.999 $ 4,522,999
s 134.048

s 12,910,101

16 6.352.795 $ 7.488,755 $ 7,488,755 $ 21,330,305

$ 11,201.160 s 12,011,754 $ 12,011,754 $ 35,224,66818

19

20

Total

Normalize over 5 years

Normalized gains firm S02 allowances $ 7.044.934

21 Compare: 3 year average, 2005-2007 $ 7,393,506
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Edison Electric Institute

Schedule of Expenses by NARUC Category

For Core Dues Activities

For the Year Ended December 31. 2005

Docket No. E-01345A-08~0172

Schedule C-16

Page 2 of 2

%of Recommended

DisallowanceNARUC 0peratin2 Expense Categorv

Legislative Advocacy 20.38% 20.38%

Legislative Policy Research 6.02%

Regulatory Advocacy 16,49% 16.49%

Regulatory Policy Research 13.99%

Advertising 1.67% 1.67%

Marketing 3.68%

Utility Operations and Engineering 11.31%

Finance, Legal, Planning and Customer Service 18.75%

Public Relations 7.71% 7.71%

Total Expenses 100.00% 49.93%

Comments

The above percentages represent expenses associated with

EEl's core dues activities, based on the operating expense

categories established by NARUC. Core expenses are those

expenses paid for by shareholder-owned electric utilities' dues

The legislative advocacy percent will differ slightly for IRS

reporting requirements. For 2005, the lobbying % for IRS

reporting is 19.4%

Administrative expenses are included in the percentages listed

above. Approximately ll% of EEl's core dues expenses are

administrative







Arizona Public Service Company

Fly Ash Sales

Docket No. E-01345A-08-0172

Schedule C-19

Page 1 of 1

Test Year Ended December 31, 2007

No. Description Account Amount

Normalized

Amount Adjustment

1

2
3

Total APS

Fly Ash Sales - Four Corners and Navajo

Fly Ash Sales - Cholla
Revenue from Fly Ash Sales

$

$
$

824,074

1,515,302
2,339,376

$ 782,812

$ 2,705,875
$ 3,488,687

$

s

$

(41,262)

1,190,573
1,149,311

4

5
6

APS Jurisdictional

Fly Ash Sales - Four Comers and Navajo

Fly Ash Sales - Cholla
Revenue from Fly Ash Sales

$

$
s

803,982
1,488,481
2,292,463

$ 763,726

$ 2,657,981
s 3,421,707

$

s
$

(40,256)

1,169,500
1,1 z9,244

Notes and Source
Per APS' response to Staff 23.5 and Staff 26.6

Increase per ton for Cholla

7 Per new contract signed April l, 2008

8 Prior to new contract
9 Percentage increase

10 Increase factor

78.57%

1.7857

l l Cholla 2007 fly ash sales revenue
12 Increase factor

13 Normalized Cholla Hy ash sales revenue

Total APS
$ 1.515.302

1.7857
2,705,875

L.2

$

ACC Juris

$ 1,488,481

1.7857
$ 2,657,981

L.5

Decrease per ton for Four Corners

14 Per new contract signed April l, 2008

15 Prior to new contract
16 Percentage increase

17 New price per ton as a percentage of old price

10.71%

89.29%
Juris. Factor

0.975619
Total APS

$ 385,269

89.29%

344,007$
0.975619

$
s
$

18 Four Comers 2007 fly ash sales revenue

19 Decrease factor

20 Normalized Four Corners fly ash sales revenue
21 Add: Navajo fly ash sales revenue
22 Total normalized fly ash sales revenue, Account 5010 $ 782,812

L.1

ACC Juris

s 375,876

89.29%

335,620
428.106
763.726

L.4

Dollar

Change

s (138,839)

s
$

Percent
Change

36.0%
0.2%

Account 5010 breakout by plant (per APS13513)

23 Four Corners

24 Navajo
25 Total

26 Tool per Aps13514
27 Unidentified difference between APS13513 and Aps13514

$

$
$

$
s

385,269

438,805
824,074

824,074

$

$
s

s
$

246,430

439,470
685,900

685,900

(138,174)

28 APS jurisdictional for Account 5010

29 APS total for Account 5010
30 Juriscitional percentage for Account 5010

$

s

803.982

824,074
0.975619

Account 5020 change from 2007 to 2008 (per APSl3514)

31

32
33 Change from 2007 to 2008 - $

34 Percentage change from 2007 to 2008

2007
2008

APS Share

$ 1,515,302

s 5,189,307
$ 3.674.005

242%

ACC Juris

$ 1,488,481

$ 5,097,456
s 3,608,975

242%



Data Request/
Workpaper No. Subject Confidential No. of Pages Page No.

Sta1T24.1 Fuel Related Increase - Fuel & Purchased Power Costs No 1 2
Staff 24.2 }'uel Related Increase - Fuel & Purchased Power Costs No 2 3-4
Staff 24.3 Fuel Related Increase - Fuel 8. Purchased Power Costs Nm 2 5-G

RUCO 1.18 YuccaUnits5&6 No 1 7

AECC 3.1 Plant in Service No 1 8

StaH 17.3 Post-Tes1 Year Plant Additions - CW IP without attachments) No 1 g

Staff6.155 ADIT . RCND impact No 1 10

Staff 6. 154 ADIT . RCND impact No 1 11

Staff 13.3 ADIT - RCND impact No 1 12

Staff 20.2 supplemental ADIT . RCND lm Cl No 5 13-17
Ruco 1 .5 ADIT . Misc No 2 18-19

Staff 21 .2 supplemental ADIT .. Misc No 2 20 - 2 1

s1aff 17.10 Working Capital No 2 2 2 - 2 3

Staff 13. 1 Cash Won*king Capital No 4 24 -27

Staff 11.4 Yucca Units 5 & s No 2 28 . 29

Stafi23.6 Legal Expense /Yucca Units 5 & 6 No 1 30

Staff 25.4 Yucca Units 5 & s No 2 31 -32

Staff 17.5 Financial Ration Calculations No 3 33 -35

Staff 6.93 supplemental Advertising Expense and Gain on Sale of W indsor Substation Land Swap No 1 36

Staff 13,17 supplemental |-Incentive Com nation No 2 37 - 3 8

Staff 18.8 Incentive Compensation No 1 39

Staff 12.33 Incentive Compensation No 3 40-42
Staff 19.7 Stock-based Compensation No 2 43-44

Staff 6.103 Injuries and Damages No 1 45

Staff 12.34 Organizational Redesign Costs No 1 46

Staff 13.9 Lobbying Expense without attachments) No 2 47-48
Staff 20.8 Interest Synchronization No 2 49-50
Staff 4.12 SO2AIlowance Sales Gains No a 51 -53
Staff 17.6 Fuel & Purchased Power Costs No 1 54

Staff 24.2 Cost of Fuel and Purchased Power Costs No 2 55 - 56

Staff 6.77 uEdison Electric Institute Dues APS12B47 pg 1&14 and APS1284B p 1) No 4 57 -50

Staff 13.15 EEl Dues No 2 61 - 6 2

Staff 17.7 Depreciation No 10 6 3 - 7 2

Staff 12.27 supplemental u'Depreciation Ex nae No 2 73 . 74

TEP Exhibit KAK-1

Tucson Electric Power Company - Docket No. E-01933A-07-0402 - Dr.
Kateregga 2007 Depreciation Rate Study No 1 75

UNSE Exhibit REW-2

UNS Electric, Inc.. Docket No. E»04204A-06-0783 .. Dr. White 2006
Depreciation Rate Revenue No 1 76

Staff 23.9 Legal Expense No 1 77

Staff 23.5 Fly Ash Sales No 3 78 - 80

Staff 18.5 Legal Expense - Fly Ash Sales, Yucca 5 & e, affiliate legal expense No 4 81 - 8 4

Staff 26.6 Fly Ash Sales No 4 85-88
Staw6.145 S02 Emmission Allowances No 1 89

Staff 12.46 SO; Emmlssion Allowances No 1 90

Staff 25.6 90/10 Sharing Provision No 1 91

Staff 25.1 90/10 Sharing Provision No 1 92

Staff 20.4 Post-Test Year Plant Additions - CWIP No 27 9 3 - 1 1 9

Staff 27.1 Post-Test Year Plant Additions - CWIP No 3 120- 122

Staff 16.3 ADIT . RCND impact No 3 123- 125

Staff 19.8 SEBRP No 1 126

staff 25.1 Nonrecurring Executive Hiring Expenses No 2 127 - 128

Staff 25.4 Nonrecurring Executive Hiring Expenses No 1 129

Staff 13.8 Injuries and Damages No 2 130- 131

Staff 20.3 Post Test Year Plant Additions - CWIP No 2 132- 133

Staff 17.9 | -Pro Taxes without attachments) No 1 134

Staff 19.6 Organizational Redesign Costs No 1 135

Staff 26.2 Gains on SON Allowances No 2 136 . 137

nTotal Pages lnclud in this Page 137
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ARIZONA CORPORATION COMMISSION
STAFF'S TWENTY-FOURTH SET OF DATA REOUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172

NOVEMBER 18, 2008

Attachment RCS-3
Docket No. E-01345A-08-0172
Page 2 of 137

staff24.1 Base cost of fuel. Mr. Ewen's testimony at page 22 explains how the pro
forms proposed by APS for fuel expense and off-system margins are
developed using the Company's production cost simulation tool RTSim.
At page 22, lines 14-16, he states: "Most importantly, the estimated fuel
expense is based on the March 31, 2008 forward curve for natural gas and
power prices and the corresponding valuation of the Company's hedges.
(a) Please provide an update of Mr. Ewen's Attachment PME-4, page 2 of
2, and his workpapers at PME__WP9 using (1) the Company's most current
rev ised native load sales forecast and (2) the company's currently
contracted fuel and purchase power prices. Where forward curves are
used to price fuel and purchased power, please use market prices as of
10/31/08 (or more current if available) and do reflect the native load
hedge liquidation margin as of the same date as much market prices. (b)
Please provide an upgrade of Mr. Ewen's Attachment PMIE-4, page 2 of 2,
and his workpapers at PME__WP9 using (1) the Company's native load
sales forecast that was used by APS in its filing and (2) the company's
currently contracted fuel and purchased power prices. Where forward
curves are used to price fuel and purchased power, please use market
prices as of 10/31/08 (or more current if available) and so reflect the
native load hedge liquidation margin as of the same date as such market
prices.

Response: The Company is in the process of updating the major components of the
fuel and purchase power pro forma and M11 submit new data concurrently
with Mr. Ewen's rebuttal testimony.

Witness: Pete Ewen



ARIZONA CORPORATION COMMISSION
STAFF'S TWENTY-FOURTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172

NOVEMBER 18, 2008

Attachment RCS<3
Docket No. E-01345A-08-0172
Page 3 of 137

s¢aff24.2 Please
provide current information for each month of 2010 and for the total year
2010 for each of the following market price series: (a) Palo Verde On-
Peak; (b) Palo Verde Off-Peak; and (c) Delivered Natural Gas. What
impact does using current prices for these items have onAPS' base cost of
file] projection for 2010? Please show in detail and provide supporting

calculations, similar to PME-WP9 inExcel.

Refer to Mr. Ewen's workpapers at PME WP9, page 2 of 9.

Rcspolls€! Please see attached Apsl380l for current 2010 Palo Verde On-Peak, Off-
Peak, and Delivered Natural Gas prices.

The Company is in the process of updating the major components of the
fuel and purchase power pro forma and will submit new data concurrently
with Mr. Ewen's rebuttal testimony.

Witness: Pete Ewen



Attachment RCS-3
Docket No. E-D1345A-D8-0172

Page 4 of 137

Arizona Public SorWco Company
Stall Day Rnquost24.2

2810 Fmwlnd Frleu Curves

Marks! F'l'iee.s as of fatwa

January February March M11 , u m my A18184 Sgntlember October November December 201 Q Avaraqp

PV On-Peak Power
PV Off-peak Power
APS odwmaGas

85.51
47.56

B.18

63.51
46.07
8.04

60.73
44.06
7.B1

54.11
35.48
6.70

58.56
38.41
7.09

70.30
45.11
7.39

B7.91
50.62
7.80

B5.41
49.13
7.61

71.72
4126
7.38

59.37
40.91
s.e4

60,79
41 .91
7.38

sa.oa
43.49
a.1a

S u s
43.75
7.53

AP$13801
Page 1 of 1



ARIZONA CORPORATION COMMISSION
STAFF'S TWENTY-FOURTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172

NOVEMBER 18, 2008

Attachment RCS-3
Docket No. E-01345A-08-0172
Page 5 of 137

Staff24.3 Refer to Mr. Ewen's testimony at page 10. (a) Refer to lines 17-18 "there
is no evidence that the growth rate will decelerate to any significant degree
in the long term"'? For purposes of answering this question assume that the
"long term" is the rate effective period for base rates established in the
current APS general rate case. Does APS believe that growth will be
lower or even negative for 2010? What about 2011 and 2012? Explain
fully the basis for your answer. (b) Refer to lines 20-22: "the weakness in
the housing and financial markets has the potential to drive Arizona's and
APS' growth rate lower than assumed in the Application." Also, page 10,
line 26, through page ll, line 2: "At present, there is no indication that
these fundamentals have been serious disrupted as a result of the current
economic situation." Does APS believe at present (in November 2008)
that such statements are still true? If not, explain fully why not. If so,
please explain fully the basis for assuming that the current economic
downturn would be similar in magnitude and impact to the last five
recessions. (c) Has APS revised its budgets and forecasts for 2008, 2009
or 2010? If so, please provide the most current version of such budgets
and forecasts.

Response: (a) In this context, the long term refers to the time period of the
forecast that extends beyond the near-term cyclical downturn and
recovery. The Company currently expects the near term business cycle to
have run its course by 2012 or 2013. The Company is in theprocess of
updating its growth projections with the most recent information available,
and will provide those revised projections in its rebuttal testimony.
However, the Company does not expect that annual customer growth will
mm negative in the current cycle, and it expects that 2009 will be the
lowest growth year of the cycle. These cyclical trends are largely
dominated by expectations for the timing and magnitude of construction
job losses throughout the broader state economy and by the return of
housing affordability as a draw to continued in-migration.

(b) The Company believes that the statements are still true. The
Company does not believe that "the current economic downturn would be
similar in magnitude and impact to the last five recessions," because each
of the last five recessions was unique in terms of the depth of decline and
the duration no or slow growth ... nor has the Company tried to assert such
a statement. The Company does believe that economic recessions are a
fact of life that will periodically impact both the national and state
economies and that we are in one of those periods now. Please see the
response to Staff 24.3 (a) above for the Company's preliminary
expectation as to the depth and duration of the current recession.



ARIZONA CORPORATION COMMISSION
STAFF'S TWENTY-FOURTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172

NOVEMBER 18, 2w8

Attachment RCS-3
Docket No. E-01345A-0B-0172
Page 6 of 137

Staff 24.3

Response Continued:

(c) The Company is in the process of updating its growth projections
and will provide that data in its rebuttal testimony. -

Witness: Pete Ewen
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RUCO 1.18 Yucca Plants Please provide the following information regarding the
Yucca Plants:

a)

b)

Actual in-service date, or if not in-service yet, projected
service date:
Completed actual cost, or if not completed, costs incurred
to-date.

RESPONSE:

YUCCA 5 YUCCA 6

In Service Date: June 2, 2008 June 23, 2008

Cost Incurred-to-Date
(7/28/08): $34,152,114 $34,152,114

Charges for the two units are accumulated into one charge number, and
split equally between to the two recorded assets as they are placed into
service, with the result that both projects have the same completed cost.

Although the projects have been placed into service, additional "trailing
charges" are expected to continue to be recorded, increasing the final
completed cost of the projects closer to the $77.1 million figure shown in
the pro forma on Schedule B-2 of the Company's June 2008 base rate
filing.

APS will provide the final cost information for the Yucca Units when
available but no later than in Rebuttal Testimony at which time all
"trailing charges" will have been recognized.

Witness: Daniel Kearns
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AECC 3.1 Please refer to the Supplemental Direct Testimony of Daniel A. Kearns, p.

29, lines 3-13.
a. Mr. Keats indicates that the $251.3 million in Post-Test Year Plant

Additions represents plant that is either already in service or will be
completed by the expected effective date of new rates. What is the

"expected effective date of new rates" used by Mr. Keats for
determining the cut-off for inclusion in Post-Test Year Plant

Additions?
b. (i) Please identify, on a monthly basis, the amounts of the Post-Test

Year Plant Additions projected by Mr. Kearns for each month starting

wide the close of the Test Year up through the cut-off date referenced
in the previous question, on both a Total Company and an ACC-

jurisdictional basis. (ii) Please functionalize this plant as either
Production, Transmission, Distribution, General, Intangible, or Other
(if applicable).

c. (i) Please update the monthly projection of Post-Test Year Plant

Additions referenced in the prior question using the actual closings to
plant-in-service to date as well as the most updated forecast. Please
indicate which months are "actuals". (ii) Please functionalize this

plant as either Production, Transmission, Distribution, General,

Intangible, or Other (if applicable).

Response:
(a) The assumed expected effective date of new rates used was

10/01/2009.

(b) (i) & (ii) Please see Daniel Kearns Direct Testimony Workpaper
DAK_WPl0 for monthly projected in-service dates and Staff 17.3 for
updated monthly projected in-service dates. Pages 4 through 7 are
production, pages 8 through 21 are distribution, page 22 are general,
intangible and other, and there are no transmission projects included.
Please note that DAK_WP10 and Stat? 17.3 only reflect actual
expenditures through 12/31/2007.

(c) (i) & (ii) Please see APS's response to Staff 17.3 .

Witness: Daniel Kearns
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Staff 17.3 CWIP projects. Refer to Mr. Kearns' workpaper DAK_WP10. (a) Please
indicate which of the projects listed on pages 4-22 of 28, are actually in-
service as of 9/30/2008. (b) Please provide the information requested in
part a, electronically, ideally an updated Excel version of DAK_WP10 that
shows actual in-service dates through 9/30/2008. (c) Please identify each
project on pages 4-22 of 28 that has been affected by APS' cut-backs in
capital expenditures. (d) For each such project identified in response to
part c, please identify, quantify and explain the impact on such project
from APS' cut-backs in capital expenditures.

Response: (a) & (b) Attached as APSI3187 is the requested schedule.

(c) Only 3 of the projects shown in DAK_WPl0 are included in the net
reductions referenced. These projects are as follows: (1) SAC0035,
Unit 1 Turbine Stop Valve, Full Arc Drive (Saguaro); (2) FAC90138,
Unit 3 Riffle Boxes and Coal Piping Replacement (Four Corners), and
(3) cHc0166, Unit 2 Fabric Filter Addition and Scrubber Upgrade
(Cholla).

(d) Of the 3 projects listed in the response above, only CHCOI66 results in
a reduction (of more than $300,000) to capital expenditures during the
2009 to 2011 time period. This project was delayed due to a change in
environmental regulations. See APS Exhibit 23 to the Interim Rate
Case, filed October 14, 2008, for the impact of changes to
environmental projects at Cholla on the Company's capital
expenditures.

Witness: Daniel Kearns
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Staff6.l55 Refer to Schedule B-1; For each line item on page 2 (RCND) that has the
same amount on page l (Original Cost), explain fully and 'm detail why
such item was not adjusted from Original Cost in order to derive the
RCND amount on page 2.

Response: "Reconstruction Cost" is generally only applicable to depreciable property
(see ACC regulation ACC R14-2-l03(A)(3)(n)). Items with the same
values on page 1 and 2 of Schedule B-1 are not depreciable property thus
no RCND calculation was prepared.

Witness: Jason La Benz
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Staff6 . l54 Refer to Schedule B-1, line 4. (a) Explain fully and in detail why the
Accumulated Deferred Income Taxes (ADIT) amount is identical on an
Original Cost and RCND basis. (b) Is the ADIT amount on line 4 related
to Plant that has been trended? If not, explain fully why not. (c) Please
provide all information needed to trend the ADIT balance on Schedule B-
l, line 4, to an RCND value. (d) Does APS agree that the ADIT balance
should be trended in order to derive an RCND value for ADIT for use in
determining the Fair Value Rate Base? If not, explain fully why not. (e)
Please provide a breakout of the ADIT balance on Schedule B-l , line 4, by
component and by vintage year. Provide such information in Excel.

Response:
a) Consistent with prior APS filings, ADIT has not been factored for

RCND. The Arizona Administrative Code R14-2-102A.3.n definition
of RCND Rate Base does not even include ADIT. Additionally, the
filing requirement for Schedules B-3 and B-4 that feeds Schedule B-1
page 2, do not provide for an RCND factor on ADIT. The
requirements are for only gross utility plant in service and accumulated
depreciation.

b) Yes, a portion of ADIT does relate to assets trended.

c) APS does not track this information at that level of detail.

d) No, see response to a.

e) See response to "c".

Witness: Jason La Benz
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Staff 13.3 RCND amount Deferred Income Taxes. (a) Explain fully and in detail
why APS used the exact same amount for Accumulated Deferred Income
Taxes on Schedule B-1, pages 1 and 2 of 2, line 4, for "Original Cost" and
RCND". (b) Does APS agree that Accumulated Deferred Income Taxes is
affected on an RCND basis by Plant and Accumulated Depreciation? If
not, explain fully why not. (c) Please provide a calculation of an RCND
amount of Accumulated Deferred kicome Taxes on Schedule B-1, page 2,
line 4, that reflects the impact of APS' RCND amounts for Plant and
Accumulated Depreciation on lines l and 2 of that schedule. Include
supporting calculations. (d) Please show in detail all impacts on
Accumulated Deferred Income Taxes on an RCND basis from APS
witness La Benz Attachments JCL_l and JCL_2 and the related
workpapers, which appear to have trended Plant and Accumulated
Depreciation to derive RCND amounts for Plant and Accumulated
Depreciation but did not reflect the related RCND impacts on the plant-
related portion of the ADIT balance that APS included in its RCND rate
base.

Response: (a) APS previously answered this question in response to Staff 6.154.

(b) No. The Arizona Administrative Code R14-2-l02A.3.n definition of
RCND Rate Base does not include ADIT. Additionally, the filing
requirement for Schedules B-3 and B-4 that feeds Schedule B-l page
2, do not provide for an RCND factor on ADIT. Moreover, the
Commission has never adjusted ADIT, which is a deferred credit of a
fixed nominal amount, in its calculation of RCND in at least APS rate
cases.

(<=) .-(d) See answer to part (b). Since the Arizona Administration Code does not
state ADIT needs to be calculated, APS deems no calculations are
necessary.

Witness: Jason La Benz
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Staff20.2 RCND amount Deferred Income Taxes. Refer to the response to Staff
13.3 and attached schedule, which shows Southwest Gas Company's
(SWG) Deferred Taxes by vintage at April 30, 2007. As shown on that
schedule, SWG used the Handy-Whitman index to trend its ADIT in order
to derive the RCND values, (a) Please provide a similar schedule/analysis
that trends APS' ADIT that is necessary to derive the corresponding
RCND values.

Response: As discussed previously, the Company does not maintain accumulated
deferred income taxes by vintage. The Company believes trending plant-
related ADIT using the relationship between OCLD and RCND is the best
alternative in the absence of vintage ADIT.

While going through the ADIT trending process, it was discovered that
removal costs were inflated in determining RCND. Since removal costs
are already stated in today's values, the originally tiled RCND was
understated.

See attached as Apsl38l9 the RCND schedule that corrects the inflation
of removal costs. Also see attached as APS13820 the schedule that trends
plant-related ADIT.

Witness: Jason LaBenz



a b c

1. INTANGIBLES 301 Organization 0 0.00% $0

2. 302 Franchises and consents 3.311 81.46% 2.697

3. 303 'Miscellaneous intangible plant 321,661 29.58% 95,159
39_,--v 14 =

.xi-I 18'é4§'
SUBT@TAL

:='¢~ »-I .324,972*̀ ;A M a s s

5. PRODUCTION 310 Land and Land Rights 3,306 100.00% a_aoe

s. a10 Limit Term Land Rights et 26.05% 17

1. 311 Structures and Improvements 304,547 52.49% 159,854

a. 312 Boiler plant equipment 2,189,214 48.75% 1,067,564

9. 314 Turb generator units 660,493 54.43% 359,489

10. 315 _|Accesso electric uipment 522,452 48.59% 253,845

11. 316 IMiscellaneous power Nana tip. 126,156 59.51% 75,079

13. 320 |Land and land . Hts 3,501 100.00% 3,501

14. 321 Structures and improvements 1,104,889 48.27% 533,302

15. 322 Reactor plant equipment 1,800,853 51.07% 919,719

16. 323 Turbogenerator units 613,415 49.95% 306,457

11. 324 lAocesso electr ic qui  went 681 ,2B3 43.50% 296,386

18. 325 I |Misc r plant equip 235,040 49.27% 115,800

to. 330 Limit Term Land Rights 0 0.00% 0

21. 331 Structures and improvements 0 0.00% o

Hz. 332 Reservoirs, dams, and waterways o 0.00% 0

23. 333 Water wheels, turbines and generators 0 0.00% 0

24. 334 Accessory electric equipment 0 0.00% 0

25. 335 Miscellaneous power plant equip. 0 0.00% 0

zs. 336 u |Roads, railroads and bi es 0 0.00% 0

za. 340 Land and land rights 910 100.00% 910

29. 341 Structures and improvements 84,978 73.42% 62,393

30. 342 Fuelholders, products, and accessories 64,641 63.29% 40,909

31. 343 Prime movers 825,951 70.93% 585,875

Attainment RCS-3
Dodet No. E-01345A.08-0172
Page 14 of 137

ARIZONA PUBLIC SERWCE COMPANY
RCND BY MAJOR PLANT ACCOUNTS

TEST YEAR ENDED 12-31-07
(Thousands of Dollars)

SCHEDULE B-4

Line
No. Function

PLANT
ACCOUNT DESCRIPTION RCN

CONDITION PERCENT
Percent RCND

APS13819
1 of 3



(al b) c
32. a44 Generators 690,684 79.99% 552,508

33. 345 Accesso electric equipment 146,492 67.94% 99,527

34. 348 -oMiscellaneous power plant tip. 14.842 50.21% 7,452
4

\
I

suBToa1
.u

=w"

.
¢10,073,693 1 ,44a,89a

36. TRANSMISSION 350 Land and land rights s4_142 100.00% 54,142

37. 350 Limit Term Land Rights 25,324 55.01% 13,947

so. 352 Structures and improvements 11,122 58.44% 41,5se

39. 353 |Station ufpment 1,322,028 77.29% 1,021,777

40. 354 Towers and Fixtures 348,355 57.81% 200,687

41. 355 Poles and fixtures 466,347 83.99% 391,696

43. 356 Overhead conductors and devices 951,998 74.39% 708,203

44. 357 IUnde round conduit 33,615 70.85% 23,815

45. 358 cUndo round conductors and devices 58,495 60.92% 35,632

46. s.
. 4. SUBTDTAJ. 8,331,438 $2. 91,467

41. DISTRIBUTION 360 Land and land rights 43,837 100.00% 43,637

48. 360 Limit Teml Land Rights 2,276 91.41% 2,080

49. 361 Structures and improvements 68,398 65.91% 45,082

50. 362 •Station uipment 575,249 B4.96% 488,708

51. 364 Poles. towers, and Wxtures 711,463 81.15°/o 577,361

52. 365 Overhead conductors and devices 582,028 88.83% 499,255

53. 366 uUndo round conduit 805,164 92.59% 745,523

54. 357 •Unde round conductors and devices 2,044,622 71 .49% 1,461,608

às. 368 Line iransfbmaers 1,196,876 61.92% 740,947

as. 369 Services 415,414 60.80% 289,043

so. 370 Meters 257,507 83.78% 215,734
.
58. 371 Installations on customers' premises 79,620 91.08% 72,519

59. 373 Street lighting and signal systems 139,726 63.44% 88,6s6

so. SUBTOTAL. . s,Qe1;'rra 270,143

so. GENERAL 389 Land and land rights 131191 100.00% 13,191

sz. 390 Structures and improvements 245,313 58.38% 143,217

64. 391 Office furniture and equipment 154,441 55.51% 85.738

as. 391 c̀apnalnm Lease-Compuker Equipment 0 0.00% 0

as. 392 I lTrans station equipment 45,509 25.28% 11,505



al b c

s̀o. 393 |Stores uipment s,179 B.05% 498

69 394 Tools, shop and garage equipment 27.966 62.59% 17,503

70. 395 Laboratory equipment 3,725 51.72% 1 ,926

11. 396 Power o Ted equipment 21,149 25.75% 5.445

n . 397 'suipmentCommunication 173,787 68.23% 118,569

73. 398 Miscellaneous equipment 12,111 25.08% 3,039

14. SUBTOTAL 703,376 $400,630
$13,703,98921,395,258

12. 317 ARO for Steam Production 1,005 21.56% 217

19. 325 Ano for Nuclear Production 46,282 38.00% 17,588

21. 331 |ARO for H raulic Production 5,903 0§00% 0

\
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Line
No. Function

PLANT
ACCOUNT QESCR\PTION

CONDITION PERCENT
RCN Percent RCND

15. TOTAL EXCLUDING ARO PLANT

53_190 17,804TOTAL ARO

Cost d Removal

GRAND TOTAL I 21.44a.44a I I

(392,427)

1a,3zs.ss7~l

SuppoNiml Schedules
RCND Study

ReCap Schedules
(al B-3

APS13819
3 of 3
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Arizona Public Service Company
Summary of Net Utility Plant and ADlT

Test Year Ended 12/31/2007
(dollars in thousands)

Line
No. Original Cost

RCND
(as amended)

1

2

3

4

Gross utility plant in service:

Excluding ARO asset

ARO asset

Total .

s 11,872,535
53,190

11 ,925,725

s 21 ,395,258

53,190

21,448,448

Less acc um depreciation and abort:

Excluding ARO and removal

ARO locum depress

Removal costs

Total

4,205,815

35,386

392,427

4,633,628

7,691 ,269

35,386

392,427

8,119,082

Net utility plant in service:

Excluding ARO and removal - net

ARO net asset

Removal costs

Total

7,666,720

17/804

(392,427)

7,292,097

13,703,989

17,804

(392,427)

13,329,366

5

5

7

8

9

10

11

12

13

14

15

16

19

20

22

23

25

Accumulated deferred income taxes:

Plant related (a)

Other

Total

1,522,243

(315,675)

1,206,568

2,720,955

(315,675)

2,405,280

(a) ExcludesARO and removal costs

APS13820

Page 1 of  1
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RUCO 1_5 Deferred Credits Please provide the following information for each
balance shown on Schedule E-1, page 2, lines 19 through 26:

a) Break-down of each item that comprises the balance,
b) Explanation of each item identified in part a), and
c) Discussion of why the balance was/was not afforded rate

base treatment.
RESPONSE:

(a-c) Please see JasonLa Benz workpaper JCL_WP 5, filed in support of the
Direct Testimony of Jason La Benz, for items afforded rate base treatment.
Each supporting page contains the break-down of the balance, description
of the balance and explanation of why the balance was excluded, unless
otherMse noted below.

19. Deferred income taxes- Deferred taxes are included in rate base as an
offset to the related item generating the deferred taxes included in rate
base, and are excluded if the related item is excluded Boy rate base.
Please see Jason La Benz workpaper JCL_WP 5 (page 6 of 8) and
Schedule E-1, page 2, line 15 net of Schedule E-1, page l line 18.

20. Regulatory liabilities-Please see Jason La Benz workpaper
JCL__WP5 (page 4 of 8).

21. Liability for asset retirements and removals- Consistent with prior
Commission-approved rate treatment, APS includes all components
related to asset retirement obligations in the calculation of rate base (plant
in service, accumulated depreciation, regulatory liabilities, etc.).

22. Pension and other postretirement benefits- Consistent with prior
Commission-approved rate tteament, APS includes the pension and
OPEB unfunded liability, less the unrealized costs included in Other
Comprehensive Income. Please see Jason La Benz workpaper JCL_WP5
(page 3 of 8) .

23. Customer advances for construction- Consistent with prior
Commission-approved rate treatment, APS deducts advances from rate
base. Please see ds Jason La Benz workpaper JCL_WP5 (page 1 of 8).

24. Unamortized gain-sale of utility plant- APS includes this item as it
relates to Palo Verde unit II, which is included in rate base, per Decision
No. 55120. Please see Jason La Benz workpaper JCL_WP5 (page l of 8).
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RUCO 1.5

RESPONSE CONTINUED:

(a-<=> 25. Liabilities from long-term risk-management and trading activities-
This item represents mark-to-market balances of both Regulated and
Marketing & Trading derivative contracts. Unrealized gains and losses on
derivative instruments are excluded from the cost of service. Therefore,
the balance of such unrealized gains and losses is not included in rate base.

26. Other- Please see Jason La Benz workpaper JCL_WP 5.(page 5 of 8).

Witness: Jason La Benz
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Staff21.2 Accumulated Deferred Income Taxes (ADIT). Refer to Company
workpaper JCL_WP5, pages 4 through 6. (a) JCL_WP5, page 6 lists the
following three ADIT components: (1) a Pension Liability for $183.481
million, (2) an Unamortized Gain for $l4.408 million and (3) Stock
Compensation for $689,000. Please confirm that on JCL_WP5, pages 4
and 5, which show APS' Regulatory Assets and Liabilities and Other
Deferred Debits and Credits, respectively, there are no related amounts of
liabilities or deferred credits for these three ADIT items. (b) Please
explain fully and in detail why there are no deferred credits or regulatory
liabilities for these three items, If there are related liabilities or deferred
credits for any of these ADIT items, identify the related liability and
deferred credit amounts by account. (c) If the related amounts for these
items are reflected elsewhere on the Company's balance sheet, indicate
exactly where by amount and account. (d) Please explain fully and in
detail why there is no offset to APS' rate base for each of the related
liability and/or deferred credits related to each of these items.

Response:
(a) Please see the listing below for the corresponding book amounts and

accounts for (1) Pension Liability ADIT of $183.481 million and (2)
Unamortized Gain ADIT of $l4.408 million. (3) The associated Stock
Compensation liability is recorded on Pinnacle West's books. Thus,
APS will submit a pro forma adjustment in Rebuttal Testimony to
remove the $689,000 ADIT related to Stock Compensation.

Line Description
Pension and Other
Postretirement Liabilities

Reference
Amount
($0o0)

Account
No.

Unamortized Gain

JCL_WP5 page 1, line 8

JCL_WP5 page 1, line 11

$434,025 228.3, 253

36,606 256

(b) These items are identified separately on Schedule B-1, JCL_WP5,
page 1 as identified in part (a) above rather than JCL_WP5, pages 4
through 6.

(c) Please see response to part (a) above.

(d) The items are included in rate base and reflected on Schedule B- 1
Jason La Benz Direct Workpaper JCL_WP 5 page 1.

Page l of 2
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Supplemental Response to Staff 21 .2

This supplemental response provides detail calculations for Accumulated
Deferred Income Taxes (ADIT) on pension and other postretirement
liabilities of $l83,48l,000. These amounts can also be found on APS '
response to Staff 16.4 that provides reconciliation between the total
balance of test year ADIT from Staff 6.65 to Column J, pages l and 2 of
Staff 6.133. In preparing this supplemental response, it was noted that
$1 ,581,000 of the total ADIT relates to current pension liabilities excluded
from rate base. The Company will adjust rate base to also exclude this
ADIT in rebuttal testimony.

(dollars inthousands) ADIT @
39.36%
$ 120,390

75,637

Difference

$ 305,870

192,168
Pension Liability

OPEB (excluding Medicare subsidy)

Medicare Subsidy
Less accumulated OCI

Total

Book Basis

$ 364,370

192=188

(85,593)
(35,920)

$ 434,025

Tax Basis
$ 58,500

(86,593)

$ (28,093)
(35,920)

$ 462,118
(14,138)

s 181,890.|

Witness: Jason La Benz

Page 2 of 2
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Staff 17.10 Worldng capital. Refer to Schedule B-5 Hom the Company's filing and the
table below. For each component of working capital listed in the table
below, please provide the ACC jurisdictional amount:

Description*

Working Capital -Operations

Materials and Supplies

Fuel- Coal and Oil

Fuel -Nuclear, Net

Prepayments

SpecialDeposits & Working Funds

ToW WorkingCapital Allowance

Amount

5000's

s (103,403)

s 149,159

s 27,792

s 69,27 l

s 15,407

s 226

s 159,052

* From Schedule B-5 from APS' filing

Response: Attached as APS13184 is the requested schedde.

Witness: DavidRumolo
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Arizona Public Service Company
sun17.10

Dacdptlon

Tdhl Co.
Alllourl!
souo'x

ACC Juris.
Amount
$000's

FII8d cw al Sewlco so-dv
Tnhl Co. ACC Juris.
Amount Amount
5000's 5000's

Working Cash
Wuuiriug Capital _ Opanations
Speclal Deposits and Working Funds

Total Working C-h

s
s
s

(103,403)
z s

(103,177)

s
s
s

(90,176)
221

(89,955) s (103,177) s (a9,955) DJR_wp1, pure 1 uv 92, Ume s

Matedlb. Supplies s Punpaymants
Matedals and Supples
Fuel . Coal and Oil
Fud - Nuclear, Nd
Prepayments

Tam nuunnu, supplies s Pnpmynnnt

s
s
s
s
s

149,759
27,792
89,271
15,407

zs2,z29

s
s
s
s
s

128,935
21,114
s1,sa2
14,592

238,223 s 262129 s zaa22s DJR_WP1,Page1of92,Llne7

TUIII Working capital Allowlnca s 159,052 s 148.288 s 159,052 s 148,288 DJR_WP1, Page 1 Ur 92, Line e * ume 7

APS13184
Page 1 of 1
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E-01345A-08-0172
OCTOBER 16, 2008

Attachment RCS-3
Docket No. E-01345A~08-0172
Page 24 of 137

Staff13.1: Interest lag. Refer to workpaper JCL_WP11, page 9 of 60. (a) Please
show in detail how the net lag for Interest Expense of 36.14352 days was
derived. Include complete supporting calculations. (`b) Refer to
workpaper JCL_WP11, page 10 of 60. Please list the date and payment
amounts in 2007 of all interest payments of interest on long-term debt, and
reconcile such payment information to the $161 .03 million shown on line
18. (c) For each payment of interest on long-term debt listed in response
to part b, please provide the interest accrual period and payment interval
(e.g., semi-annually, quarterly, monthly, etc.) (d) Refer to workpaper
JCL_WPl1, page 10 of 60. Please list the date and payment amounts in
2007 of all interest payments of interest on short-term debt, and reconcile
such payment information to the $9.564 million shown on line. (e) For
each payment of interest on short-term debt listed in response to part d,
please provide the interest accrual period and payment interval (e.g.,
quarterly, monthly, etc.). (f) Does the 15.25411 interest expense payment
lag on workpaper JCL__WPl l, page 9 of 60, line 53 relate to the payment
lag for short-term debt? If not, explain fully why not. (g) What payment
lag did APS use for the $4.639 million debt discount, premium and
expense? Show in detail how that payment lag was derived. Include
complete supporting calculations. .

Response:

(a) ... (8) Although it was APS's intention to use the staff methodology ham
Decision No. 69663, in reviewing the detail supporting interest expense, it
was noted that the calculation was not prepared consistent with the Staff
methodology in the previous rate case. Attached as APS090l4 are
workpapers that support the new calculation, which is now consistent with
the Staff methodology. This has an impact of reducing total company
cash working capital by $4,078,000 Total Company ($3,511,974 ACC-
jurisdiction).

APS will make the appropriate pro forma adjustment to cash working
capital when it submits its Rebuttal Testimony.

Witness: Jason La Benz
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LINE
n o . DESCRIPTION REFERENCE AMOUNT

REVENUE
LAG

EXPENSE
LAG

NET LAG
(DAYS)

CWC
FACTOR

CWC
REQUIREMENT

1

2

(A)

Interest Expense - As Adjusted

Interest Expense - As Orignally Filed

(B)

Inf Exp Ln 4/ Lag Calc Ln 31

JCL_WP11 Pg 9 of GD

s

(C)

166,497,522

$ 175,232,969

(D) (E) (F)

38.17075 851486 -46.9779

38.17076 15.25411 -35.1435

(G) (H)

~0.12B71 s (21,429,319)

-0.09902 s (17,351.569)

3
4

APS Proposed Tota\ Company
Cash Working Capital Adjustment Line 1 less line 2 s (4,077,750)

AP$09014
Page 1 d 3



ARIZONA PUBLIC SERVICE COMPANY
DOCKET no. E-01345A-08-0172
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LINE
n o . DESCRIPTION REFERENCE

AMOUNT
($000s)

(A)

1 APS Proposed As Adjusted Total Company

Rate Base

(B)

APS Sch. B-1 $

(C)

6,235,866

2 APS Proposed Weighted Cost of Debt APS Sch. D-1 2.67%

3
4

APS Proposed Total Company Interest
Expense Deduction Line 1 * Line 2 $ 166,498

APS09014
Page 2 of 3
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ARIZONA PUBLIC SERVICE
LEAD.LAG CALCULATION
INTEREST EXPENSE LAG

(000's)

LINE
no. SERIES DESCRIPTION

(A)

SERIES
DUE DATE

(B)

PAYMENT
CYCLE

(C)

OUTSTANDING
PRINCIPLE
AMOUNT

(D)

NET
PROCEEDS
OF ISSUE

(E)

COST
RATE

lF)

PRO FORMA
INTEREST

(G)

PAYMENT
LAG
(H)

WEIGHTED
LAG
(l)

09/01/24
05/01 /24
09/01/24
10/01/29
12/01/31
11/01/33
04/01/34
05/01/29
05/01/29
05/01/29
05/01/29
05/01/29
05/01/29
06/01/34
06/01/34
06/01/34
06/01/34
05/01/34
06/01/34

Monthly
Monthly
Monthly
Monthly
Monthly
Monthly
Monthly

Semi-Annual
'Weekly
'Weekly
'Weekly
'Weekly
'Weekly
'Weekly
'Weekly
'Weekly
'Weekly
'Weekly
'Weekly

s 564,661
48,476
30,672
31.692

6,444
1s.420
19,730
89,351
34,743
30,904
30,904
ao,904
30,904
12,390
36,917
30,968
30,966
ao,9ss
ao,96s

3_500%
3.513%
3.585%
3_660%
3.735%
3.582%
3.598%
5.098%
4.265%
4.089%
4.572%
4.068%
4.112%
4.123%
4.102%
4.268%
4.419%
3.853%
4.007%

16.21
16.21
16.21
16.21
1621
1621
16.21

92.25
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4.50
4.50

22.96

$37,295
28,121
18,299
19,369
4,0sa
9,790

11,570
423,243

5.903
5,a91
5.584
5.859
5,922
2,385
7,04a
6,147
s,ae3
5,549
5.769

616,269

1
2
3
4
5
5
7
B
9
10
11
12
13
14
15
16
17
18
19
20

Pollution Control lnddrtedness
3.4100%
3.4110%
3.4410%
3.5100°/u
3.53Q0%
3.4470%
a.sa00%
5.0soo%
4.0360%
3.8640%
4.3360%
3.8430%
a.ass0%
3.9140%
3.9140%
4.07S0%
4.2240%
3.6710%
3,8210%

Total s

65,750
49,400
31,500
32.650

6,710
15,870
20,000
90,000
35,975
32,000
32,000
32.000
32,000
12.850
3a_150
32,000
32,000
32.000
32,000

655,855 s

$2,a01
1.735
1,129
1,195

251
604
720

4,588
1,534
1,309
1 .463
1,302
1,318

530
1,565
1.366
1,414
1,233
1.282

26,a:s7

'Thebonds are auctioned allweekly and the interestis payable the day following the closeof the 7-day auction.

1231/14
05/30/14
10/15/11
03/01/12
5/15/15

05/15/33
09/01/35
08/01/16
08/01/35

Monthly
Sami-Annual
Semi-Annual
Seml-Annual
Sem!-Annual
Semi-Annual
Sem.-Annual
Semi-Annual
Semi-Annual

1 ,Yao
297,034
395,878
359,593
294,s6a
195,467
245,490
248,985
148,440

5.999%
5.934%
6.518%
8.699%
4.837%
5.786%
5.625%
5.417%
5.958%

9.21
91.25

106.25
92.25

106.25
106.25
92.25
92.25
92.25
97.45

21
22
23
24
25
26
27
28
29
ac

Other Lang-Term Debt
6.000%
5800%
5.375%
6.500%
46501/1
5.625%
5.500%
6.250%
6.875%

Total s

1 ,430
300,000
400,000
375,000
300,000
200,000
250.000
250,000
150,000

2,226,430 _s

85
17,801
26,070
25,120
14,511
11,571
14,063
16,043
10,435

135,703 s

792
1,824,341
2,789,938
2,317,320
1,541,794
1 ,229,419
1,297,312
1,479,967

962,906
13,223,787

31 Grand Total s 1629540 B5.15 s 13,140,056

Aps09014
Page 3 of 3

s
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Staff 17.4 Yucca Units 5 and 6. Refer to Mr. Keats' workpaper DAK_WP9. (a)
Please update DAK_WP9 showing actual information for each month
through 9/30/2008. (b) Is Yucca unit 5 in commercial operation as of
9/30/2008? If not, please list all remaining items that need to be
completed for Yucca unit 5 to attain commercial operation, and when APS
expects this unit to attain commercial operation. (c) Is Yucca unit 5 in
commercial operation as of 9/30/2008? If not, please list all remaining
items that need to be completed for Yucca unit 6 to attain commercial
operation, and when APS expects this unit to attain commercial operation.
(d) Did APS use the depreciation rates that APS' witness Dr. White
developed for Yucca units 1-4 for Yucca units 5 and 6? If not, explain
fully why not. (e) Explain fully and in detail why the depreciation rates
for Yucca units 5 and 6 should be different from the depreciation rates Dr.
White is recommending for Yucca units 1-4.

Response:

(a) Attached as APS13167 is the requested schedule.

(b) Yes, Yucca Unit 5 was in commercial operation on June2,2008.

(c) Yes, Yucca Unit 6 was in commercial operation on June 23, 2008.

(d)No. APS used the depreciation rates proposed by Dr. White for
Saguaro CT Unit 3. Yucca Units 5 and 6 are more similar to Saguaro
CT3 Unit 3 than to Yucca Units 1-4 and Yucca Unit 5 and 6 were not
completed at the time of the depreciation study.

(e) As indicated in response to subpart (d) above, Yucca Units 1-4 were
originally constructed in the early l970's. The Saguaro CT Unit 3 was
built in 2002 with similar technology as Yucca Units 5 and 6.

Witness: Daniel Keats
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Yucca 5 & 6 Monthly Endlng Balance

Month
Capital Expenditure
excluding AFUDC

$Mar-07 $
Apr-D7

May-07
Jun-07
Jul-07

Aug~07
Sep-07
oct-o7
Nov-07
Dec-07
Jan-08
Feb-08
Mar-08
Apr-08

May-08
Jun-08
Ju!-08

Aug-08
Sep-08

6,551,451.27
9,652,901.78

15,521,140.22
15,560,841.97
21,203,607.64
25,026,186.04
28,015,469.07
33,335,060.03
40,650,467.02
49,767,115.09
50,215,981.17
50,267,038.41
54,378,055.12
60,181,724.12
63,5B1,313.36
63,90S,493.52
69,890,553.82
65,213,977.72
71,858,878.87

AFUDC
22,170.12
77,651.28

154,138.32
271,366.34
391,368.34
544,857.29
731 ,704.8B
952,593.02

1,199,117.02
1,503,043.71
1,844,514.38
2,202,971.38
2,578,234.91
2,908,612.50
3,303,538.88
3,294,611.01
3,294,463,06
3,294,135.23
3,335,533.03

Total Capital Expenditure
$ 6,573,621 .39

9,730,553.05
15,685,278.54
15,832,208.31
21,594,975.9B
25,571 ,043.33
28,747,173.93
34,287,653.05
41 ,849,584.04
51,270,158.80
52,060,495.55
52,4l70,009.79
56,956,290.03
63,090,336.62
66,884,852.24
67,201 ,104.53
73, 185,016.88
68,508,112.95
75,194,411 .90 *

* Although the projects have been placed into sewioe, additional "trailing charges" are
expected to continue to be recorded, and minor adjustments made to accrued AFUDC
increasing the final completed cost of the projects closer to the $77.1 million figure
shown in DAK_WP9. APS will provide the final cost information for the Yucca Units
when available but no later than in Rebuttal Testimony, which is consistent with APS's
response to RUCO 1.18, at which time most if not all "trailing charges" will be

APS13167
Page 1 of 1
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Staff23.6 Refer to the response to Staff data request 18.5. Re: Commercial Matter
#7. Why wasn't the legal cost related to Dre Yucca Power Plant expansion
capitalized as part of the construction cost?

Response: Upon closer review, the legal costs for this matter were incorrectly
charged. APS will accordingly make the appropriate adjustments to
remove these charges from the Test Year expenses and add them to the

Yucca plant rate base proforma as part of its Rebuttal Testimony filing.

Witness: TBD



ARIZONA CORPORATION COMMISSION
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staff25.4 Yucca Units 5 and 6. Refer to the response to Staff 17.4, Company
workpaper DAK_WP9 and the table below. (a) Please indicate the ACC
jurisdictional amount related to the Yucca Plant costs totaling $75,194,412
at September 30, 2008. (b) Referencing DAK_WP9, pages 3 and 8, please
explalm fully and in detail why the Company used $70368 million in its
pro forma property tax expense calculation and not the $77,123 million it
is requesting be included in Plant in Service in this proceeding. (c) Please
indicate how much of the $75,194,412 of Yucca Plant costs at 9/30/08
were allocated to overhead. Show detailed calculations. (d) Please
confirm that the Depreciation Expense calculation in the table below is
correct. If so, please provide the ACC jurisdictions amount. If not,
please provide the correct calculation, showing total Company and ACC
jurisdictional amounts. (t) Please confirm that the Property Tax Expense
calculation in the table below is correct. If so, please provide the ACC
jurisdictional amount. If not, please provide the correct calculation,
showing total Company and ACC jurisdictional amounts. (g) Please
indicate how the pro forma adjustment to O&M in the amount of $206,000
was derived. Show detailed calculations. (h) Referencing part g above,
please provide a revised adjustment to O8cM based on the $75,594,412
project cost as of September 30, 2008. Show detailed calculations and
provide the total Company and ACC jurisdictional amounts .

s

Annualized Depreciation Expense

Dilienance Between Filing and Actual (9/30/08)

Depreciation Rate

AnnualiazdDepreciation Expense

Amount

$ (1,928,588)

3.09%

(59,593)s

75,\94,412 asof9/30/08

S 77,123,000 periling

S (l,928,588) difference

Annualized Property Tax Expense Amount

sDiiTeience BetweenFiling and Actual (9/30108)

Personal PropertyTax ValuationFactor - 2010

Personal PropertyFullTo Value

AssessmentRatio

AssessedValue

Composite Rate

Property Tax Expense

(1,928,588)

33.6%

s (648,006)

21%

s (136,081)

8.68%

(11,812)s

Response: (a) Production
Transmission
Total Company

:= $68,872,338 ACC Jurisdiction =
= 6,322,074 ACC Jurisdiction =
- $75,194,412 ACC Total =

$67,653,298
0

$67,653,298

Page 1 of 2
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Staff25.4

Response Continued:

(b) The company used $70,368k 'm its Pro-Forma Property Tax Expense
calculation because it was appropriate to exclude overheads.

(c) At 9/30/08, $5,780,489 was allocated to overheads.

(d) The Depreciation Expense calculation is correct. The ACC
Jurisdictional depreciation expense is S (58,538).

(f) The Property Tax Expense calculation is correct. The ACC
Jurisdictional property tax expense is $ (11,603).

(g) Arnuad incremental operating and maintenance costs for Yucca Units
5 and 6 are anticipated to be $4.11 per MWH. The estimated
generation for Yucca Units 5 and 6 for 2009 are expected to be a
combined total 50,000 M W H which results in estimated O&M costs of
$206k annually.

(h) The O&M calculation referenced in (g) is not dependent upon the
depreciable base and therefore does not change.

Witness: Daniel Kearns

Page 2 of 2



ARIZONA CORPORATION COMMISSION
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Staff 17.5 Financial ratio calculations. Please provide calculations of APS' financial
ratios for 2009 and 2010 using the assumptions stated below. The

calculations should include adj three S&P metrics (FPO/Interest, FFO/Debt

and Debt/Total Capital) for 2009, and 2010 combinations of the following
as well as any additional financial metrics used by Moody's' or Fitch

a. Capital expenditure assumptions: (1) the $200 million and $500 million
capital expenditure reductions described by APS witness Brandt at the
interim rate increase hearings are assumed to occur during the periods in
which APS has identified them as occurring; (2) an additional $200
million of capital expenditure reductions in 2009

b. Equity infusion assumptions: (I) no equity infusion in either 2008 or
2009; (2) an equity infusion of $400 million on May 31, 2009 (or if May

a prohibited date, the next available date after May 31 for issuing
PNW equity) that assumes PNW can issue equity on that date at its net
book value

c. Interim rate increase assumptions, an increase as of January 1, 2009 of:
(1) $42.5 million; (2) $65 million; (3) $115 million; and (4) zero

d. Permanent rate increase assumptions, new permanent rates effective on
1/l/2010: (1) a $300 million base rate increase that reflects APS
requested rate base, APS' proposed base cost of fuel, adjusted PSA rates
for 2009 per APS' most recent PSA filing, APS' proposed capital structure

and cost rates for all elements except a 10.75% cost of common equity
disallowance in full of APS' requested attrition adjustment, and other
adjustments to APS' proposed O&M expenses sufficient to result in a
$300 million base rate increase (as opposed to APS' requested increase of
448 million). (2) a $250 million base rate increase that reflects APS
requested rate base, APS' proposed base cost of fuel, adjusted PSA rates

for 2009 per APS' most recent PSA filing, APS' proposed capital structure
and cost rates for all elements except a 10.75% cost of common equity

disallowance in full of APS' requested attrition adjustment, and other
adj ustments to APS' proposed O&M expenses sufficient to result in a
$300 million base rate increase (as opposed to APS' requested increase of

448 million)

Page 1 of 2
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Response:

(a) ....(d) Attached hereto as APS13188 is a spreadsheet that represents the
Company's current projection of key financial results under the various
interim and permanent rate relief scenarios posed by this data request. As
that spreadsheet shows, under none of these scenarios will the Company
am anywhere near its currently allowed return on equity of 10.75%. In

fact, APS's key credit metrics actually deteriorate in 2010 under the
permanent rate increase assumptions underpinning this analysis.

These calculations were based on construction expenditures of $894
million in 2009 and $708 million in 2010, which reflect the reductions
made pursuant to the Company's recently announced capital expenditure
reduction program (as described by Mr. Brandt and detailed in Exhibit 23
to the Interim Rate case).

In responding to this request, the Company did not assume that APS will
reduce its capital program by another $200 million in 2009 on top of the
$200 and $500 million capital reduction programs already being
implemented. Because the Company does not know the nature of the
additional reductions contemplated by this request, it is unable to calculate
the impact of such reductions on its projected financial results.

Neither did the Company assume in these calculations that APS will
receive an infusion of common equity from Pinnacle West in 2009 or
2010. Given the highly volatile and uncertain current economic
conditions - conditions that some believe to be the worst that the United
States has seen since the Great Depression - the Company does not know
when liquidity will return to the capital markets, what dates in 2009 would
be prohibited or when Pinnacle West's stock price will rise back above its
book value. For these reasons, APS did not assume that it will receive a
common equity infusion in 2009.

Witness: Donald Brandt

Page 2 off
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Assuming permanent rate relief effective January 1, 2010 of . $250 million
Fuel $ 1a4
Non-fuel 66
Total 250

$300 million
Fuel s 184
Non-fuel 116
Total 300

Line zoos 2010 2009 2010

1
2
3

Assuming $0 million of Interim revenues 1/1/2009 through 12/31/2009
APS earnings
APS Return on equity
ACC return on equity

s 193
5.5%
5.6%

$ 204
5.8%
5.9%

$ 193
5.5%
5.6%

$ 235
6.7%
7.0%

4
5
6

FFO to debt
Debt to capital
FFO interest coverage

15.9%
57.9%

3.6

14.8%
59.3%

3.4

15.9%
57.9%

3.6

15.5%
59.0%

3.5

7
8
9

Assuming $42.4million of interim revenues 1/1/2009 through 12/31/2009
APS earnings
APS Recur on equity
ACC return on equity

$ 219
6.3%
8.5%

$ 205
5.8%
5.9%

$ 219
6.3%
6.5%

s 236
8.5%
7.0%

10
11
12

FFO to debt
Debt to capital
FFO interest coverage

16.5%
57.5%

3_8

14.9%
59.0%

3.4

16.5%
57.6%

3.8

15.5%
58.7%

3.5

13
14
15

Assuming $65.2 million of interim revenues 1/112009 through 12/31/2009
APS earnings
APS Return on equity
ACC return on equity

s 233
6.7%
7.0%

$ 205
5.8%
5.9%

s 233
8.7%
7.0%

s 236
6.5%
7.0%

16
17
18

FFO it debt
Debt to capital
FFO interest coverage

15.9%
57.5%

3.8

14.9%
58.8%

3,4

15.9%
57.5%

3.5

15.6%
58,5%

3.5

19
20
21

Assuming s11s million of Interim revenues 111/2009 through 12/31/2009
APS earnings
APS Return on equity
Acc return on equity

$ 264
7.5%
B.0%

s 207
s.B%
5.9%

$ 264 s
7.5%
8.0%

238
6.6%
6.9%

22
23
24

FFO to debt
Debt to capital
FFO interest coverage

17.6%
57.1%

3.9

15.0%
58.5%

3.4

17.5%
57.1%

3.9

15.7°/a
58.1°/,

3.5
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Staff23.6 Refer to the response to Staff data request 18.5. Re: Commercial Matter
#7. Why wasn't the legal cost related to the Yucca Power Plant expansion
capitalized as part of the construction cost?

Response: Upon closer review, the legal costs for this matter were incorrectly
charged. APS will accordingly make the appropriate adjustments to
remove these charges from the Test Year expenses and add them to the
Yucca plant rate base proforma as part omits Rebuttal Testimony filing.

Witness: TBD
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Staffl3.17 Incentive Compensation. Refer to the response to Staff 6.114. (a) Please
provide for each year (2005 through 2008 to date) a breakout by FERC
account of the amounts shown for incentive compensation expense that
were charged to APS' O&M expense. (b) Please also provide the ACC
jurisdictional amounts in the breakout requested in pan a

Response: (a) -. (b) See the revised response to Staff 6.114 and the schedule attached
hereto as APSI3153 provides a breakout of Incentive Compensation
charged to APS O&M by FERC account, including the AC C-jurisdictional
allocation.

Supplemental Response :

Attached as APS13183 is the third quarter incentive compensation update.

Witness: Jason LaBenz
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Staff 18.8 Incentive Compensation. Refer to the responses to Staff Interim 3.21 and
the supplemental response to Staff 6.114. Please explain fully and in
detail the $10 million difference between the $18.3 million indicated as
the amount APS is requesting for recovery in Staff Interim 3.21 and the
$28.3 million indicated as the 2007 amount of incentive compensation
charged to O&M in the supplemental response to Staff 6.114.

Response: The response of $18.3 million in Staff Interim 3.21 is the incentive
expense for 'frontline and non-senior management accrued in 2007, which
was the incentive pay referenced in the portion of Mr. Brandt's affidavit
that was the subject of Staff Interim 3.1. The response of $28.3M in the
Supplemental Staff 6.114 is the incentive expense for all employees
accrued in 2007.

Witness: Donald Brandt
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Staff 12.33 Incentive compensation. Refer to the Company's response to Staff 3.21
and APS08222. (a) For each year, 2006, 2007 and 2008, please identify
the actual "earnings level" achieved. (b) Are APS and PNW able to
equate each PNW "earnings level" amount listed on APS08222, pages 1, 6
and 7 of 8 and each APS "earnings level" on APS08223, page 1, with an
achieved return on equity? If not, explain fully why not. If so, please
provide the corresponding achieved return on equity dollars and
percentage that equates to each "earnings level" amount in APS082222
and APS08223 that is related to incentive award funding. (c) With respect
to the 2007 awards, please show exactly how APS' actual performance
measured up against each success indicator listed in APS08223. (d) With
respect to the 2006 awards, please show exactly how APS' actual
performance measured up against each success indicator listed in
APS08222. (e) Is the Palo Verde related incentive allocated to co-owners?
If not, explain fully why not. If so, please show in detail how the amounts
awarded in 2006 and 2007 were allocated among APS and co-owners
Include supporting workpapers and calculations. (f) Are the $15.5 million
for 2006 and the $18.3 million for 2007 mentioned in response to Staff
Interim 3.21 the APS expense amounts? If not, what do those amounts
represent. (g) Please show the total amount of 2006 and, separately, 2007
incentive awards, and show in detail how such totals were (1) allocated to
co-owners of jointly owned generating units, (2) charged to capital
accounts, and (3) charged to APS expense accounts. (h) Referring to the
response to Staff Interim 3.21, please show a breakout of the $18.3 million
that APS is requesting by expense account. (i) Please show what APS
earnings level" (per APS08223, page 1) was achieved that enabled the

incentive compensation in 2007. (j) Does APS have a 2008 incentive
compensation plan, variable incentive plan, or other type of plan? If so
please provide a complete copy of such plan(s)

Response: (a) The actual earnings achieved was $327 million at PNW for 2006 and
$284 million at APS for 2007. The 2008 year is not yet available

(b) The achieved return on equity is influenced by various financial
factors, including the impact from the actual achieved earnings. See
Schedule A-2 line 12 of our rate case filing for the actual achieved return

equity for 2006 and 2007

(c) and (d) See response to Staff 6.88 at APS12946 and APS12947

Page I of 2
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Staff 12.33

Response Continued:

(e) - (h) The PV owners pay for their share (based on ownership %) of the
PV incentive costs. Incentive costs are charged out as payroll costs are
charged. The amounts of $15.5 million for 2006 and $18.3 million for
2007 represented estimates of the amounts charged to APS operations and
maintenance expense for those years in response to Staff 3.21. Based on a
more detailed analysis for 2007, the total estimate of amounts charged to
various operating and maintenance accounts has been revised to $19.3
million. See attachment APS0900l for the amounts and accounts charged
to APS operating and maintenance costs, other participant plant owners
and to the other APS expense accounts. A similar detailed analysis for
years other than the Test Year has not been performed.

(i) See (a) above.

G) See response to Staff 6.88.

Witness: TBD

Page 2 of 2
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2007 Incentive Costs

Incentive Costs Charged to APS
Account $ in 000's Ze

2,407
57

(220)

9 2 0
928
9 3 0
9 3 5
5 0 6
5 2 4
5 4 6
5 6 6
5 8 8
598
9 0 3
9 1 6

6 4
4 , 686
2 , 554
1, 252

9 7 0
2 , 187
1 , 755
2 , 373

APS O&M

1,243
19,339 I

18

51%

APS Fuel Handling 501

APS Construction 107 7,824

27,181

21%

Total Incentive Charged to APS $

Incentive Costs Not Included in APS

426
417

177
27

204

28%

APS BTL Other Expense

Other Participant Plant Owners

Total Incentive Not Included in APS s

10,696

10,900

Total s 38,081 100%

I

APS09001
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Staff 19.7: Stock-based Compensation. Refer to the responses to Staff 6.123, Staff
12.35, Staff 13.12 and Staff 13.13. Each of the referenced responses
indicates a different amount for stock-based compensation ($6,141 ,000,
$3,692,642, $4,445,052 and $5,541,432, respectively) (a) Of the stock-
based compensation listed in the referenced responses, please identify
clearly and explain bully the total amount APS is requesting for recovery
in this proceeding. (b) Please provide the ACC jurisdictional amounts that
relate to the $6,141 ,000 provided in Staff 6.123 and the $5,541,432
provided in the response to Staff 13.13.

Response:
(a) The differences among the different stock based compensation identified

in each of the previous responses are as follows:

$6,l41 ,000 is the amount of total stock based compensation,
including the associated payroll taxes, charged to APS during
the Test Year. Also see the response to pan (b).
$5,541 ,432 is the amount of total stock based compensation,
excluding the associated payroll taxes, charged to APS O&M
during the Test Year. Also see the response to part (b).
$4,445,052 is the APS Test Year expense for stock based
compensation for officer-level employees and does not include
associated payroll taxes. .
$3,692,642 is the APS Test Year expense for stock based
compensation for only the ten officers whose compensation
charged to 2007 O&M expense was the top ten highest for APS
in 2007 (which was all that was requested in that question).
These amounts also do not include associated payroll taxes.

(b) Attached as APS13194 is the requested schedule.

Witness: Jason La Benz
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Tool APS
Taxes

ACC Jurisdictional %APS O&M 81 Payroll Taxes
Amount Taxes Total

s - s - 5

ACC Jurisdictional
Amount Taxes

S . $ -
Tull

s

(222,B7B)
14,665
14,984

(21 ,057)
209,435

a ,9w
17,784

(19,986)
4,493
z,6a5

40,156
(6,768)

(15,601)
1,027
1,o47

(1 .474)
14,eso

624
1,245

(1,399)
315
188

2,811
(474)

(238,479)
15,692
18,011

(22,531)
224,oss

9.541
19,029

(21 ,3B5)
4,aos
2.873

42,967
(7,242)

0.000%
0.000%
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9B.230%
97.5S2%
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97.562%
9B.230%
98.230%
9B.23D%
a7.5e2%
9B.230%
97. 552%
98. 230%
98.230%

00000%
0.000%

100.000%
99.2B0%

100.000°/»
100.000%

99. 873%
99.873%
99,873%

1D0.000%
100.000%

99.873%
93.929%
93.929%
93929%
93.929%
93.929%

Account
1a30000
4264000
4265000
soooooo
smoooo
5060000
5100000
5170000
5190000
5240000
5280000
5460000
5470000
5480000
5510000
5600000
5630000
5800000
5860000
5880000
5900000
9010000
9020000
9030000
9070000
9090000
9160000
9200000
9200002
9250001
9280001
9280000
Total

Amount
s 11 ,350

153,082
33,256

(225,894)
15.032
15,234

(21 ,5B3)
213,209

9,077
18,10s

(20,485)
4,574
2,752

40,879
(6890)
22,338
49,119

170,720
24,935
10,982
55,140

125,054
24,935
23,870
43,049
26,259

125,295
3,726,520

853.805
7,017

222,740
(13,336)

$5,739_120

s 7 9 5  $
10,716
2,328

(15.BB3)
1,052
1_oes

(1 _511)
14,925

635
1.267

(1 ,434)
320
193

2,ae2
(452)

1,554
3.438

11,950
1,745

767
3.860
a,754
1,745
1,571
a m s
1,838
8,771

2eo,a5s
59,766

491
15.592

4934)
401,73a $s

Tool
12,145

163,798
35,584

(242,777)
16,084
1e,aoo

(23,094)
228,134

9.713
19,372

(21 ,919)
4.8s4
2,945

43,741
(7,373)
23,902
52,557

182,671
2s_sao
11,729
59,oco

133,807
2e,sao
25,541
46,062
28.097

134,065
3,987,377

913,573
7,509

238,332
(14,270)
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15.032
15,234

(21 ,5B3)
213,209
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(20,485)
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2,752

40,879
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22.338
49,119

170,720
24,935
10,952
55,140

125,054
24.935
23,870
43,049
25,259

125,295
3,726,520
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7,017

222,740
(13,335)
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Lose
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3.860
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3.013
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15.592
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(242,777)
16.084
15,300

(23,094)
228,134

9,713
19,372

(21,919)
4,as4
2,945

43,741
(7,373)
23.902
52,557

182,671
2s,sao
11.729
59,oco

133,807
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25.541
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28.097

134.065
3,987,377

913,573
7,509

238,332
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85,929,333

170,720
24,755
10,962
55,140
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4a,049
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s,ss1
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s 5,177,606

11 ,950
1,733
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3,aso
5,743
1,743
1-869
3.013
1.838
8,1s9

245,020
55,135

461
14,545

(877)
$ 362,432

1B2_671
2e,4aa
11,729
s9,000

133,637
26,645
25,509
4s,os2
28.097

133.895
3,745,303

B58.110
7,osa

223,B63
(13,404)

$5,540,039
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Staff6.l03 Injuries and Damages. State Lhe amount of injuries and damages expense
for each of the last three years, and for the test year, by account.

Response : Please see table below:

Injuries and damage expense is charged to account 925 as noted in the table below:

Year Account Account Description
Injuries/Damages
(Total Company)

2004
2005
2006
2007

925
925
925
925

Injuries and Damages
Injuries and Damages
Injuries and Damages
Injuries and Damages

$

s

11,871,265
6,875,486
7,519,985

10,087,378
24,482,849

Witness: Jason La Benz
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Staff 12.34 Refer to the Company's response to Staff Interim 3.23. (a) Did Pinnacle
West provide any e-mail authorizations or correspondence to CRA related
to the work performed by CRA? If  not, explain ful ly why not. If  so,
please provide the email that APS and Pinnacle West sent to CRA. (b)
How much of the CRA cost was charged to PNW and to other PNW
subsidiaries besides APS? Identify the total amount of CR.A charges and
the amounts charged to each af f i l iate other than APS. (c) Did CRA
perform the work specified in the August 28, 2007 letter? If not, explain
fully why not. If so, please provide the work product. (d) Did CRA make
any reports on the progress of its work? If not, explain fully why not. If
so, please identify when those reports were made, to whom and whether
any were in writing.

Response :

(a) APS has no documents that respond to this request as authorizations
were handled verbally by APS in response to the proposal provided
by CRA which was provided in Staff 3.23.

(b) Total CRA charges were $293,230. As previously responded, APS
was charged $287,l 16. APSES was charged $2,559 and PNW was
charged $3,555.

The work referenced in Staff 3.23 accounted for $115,884 in total
($110,901 to APS). Upon additional review of the invoices paid to
CRA, APS determined that one invoice in the amount of $24,268
was incurred in order to develop a formula rate for a FERC
jurisdictional customer. Due to the fact this invoice is related to a
FERC customer it should not be reflected in the rate tiling as an
ACC jurisdictions cost. An adjustment will be made to the
Company's Cost of Service when the Company files Rebuttal
testimony. The remainder of the charges ($l53,078) were for work
performed on generation planning and market-based rates used by
APS for off-system sales. This amount was jurisdictional zed
between ACC and FERC.

(c) Yes, the work referenced in the response to Staff Interim 3.23 was
performed and the report was communicated verbally to APS .

(d) Yes, various interim updates referenced in the response to Staff
Interim 3.23 were provided by CRA to Donald Brandt during the
progress of the engagement. The updates were provided verbally.

Witness: Donald Brandt
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Staff 13.9 Lobbying. Refer to Mr. Rumolo's workpapers DJR_WP6. (a) For each
amount that was recorded in Account 426100 and 426400, please explain
fully and in detail why APS recorded the cost in those accounts. (b)
Please provide all accounting authority and guidance APS used for
recording the amounts listed on workpaper DJR_WP6 in Account 426100
and 426400. (c) Upon what specific provision of Decision No. 69663 is
APS relying for the inclusion of below-the-line lobbying and donations in
O&M expense? (d) is APS aware of any other Arizona utility being
allowed to included below-the-line expenses for donations and lobbying in
Accounts 426100 and 426400 in O&M expenses? If not, explain fully
why not. If so, please identify all instances of which APS is aware. (e)
Please identify all specific lobbying activities during the 2007 test year
upon which APS incurred expense that is listed on Mr. Rumolo's
workpapers DJR__WP6. (t) For each lobbying project identified in
response to part e, please provide the related documentation and identify,
quantify and explain the benefits to APS. (g) Please identify each
donation during the 2007 test year upon which APS incurred expense that
is listed on Mr. Rumolo's workpapers DJR_WP6. (h) For each donation
identified in response to part g, please provide the related documentation
and identify, quantity and explain the benefits to APS.

Response :

a) Amounts recorded in 426.1 and 426.4 were recorded in compliance
with the Code of Federal Regulations (FERC) and Generally Accepted
Accounting Principles (GAAP).

b) See response to part a above.

c) See response to Staff 6.108

d) APS is not specifically aware of the treatment granted to other Arizona
utilities regarding lobbying activities. For the reasons set forth in the
testimony of Donald Brandt and the specific provisions discussed in
DecisionsNo. 69663, APS believes these activities result in benefits to
its customers and therefore a portion of the related costs should be
included as costs of providing service.

e) See response to Staff 6.108 and the Direct Testimony Workpaper of
David Rumolo, DJR_WP6.

Page 1 of 2
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Staff 13.9

Response Continued:

i) See response to Staff 6.108 which references Attachment DEB-6 to
Donald Brandt's Direct Testimony, a report which highlighted
important lobbying activities that occurred during the Test Year for
both Federal and Public Affairs.

g) See attached Index as APS13150 which details each donation included
in the Lobbying proforma.

h) The supporting documentation for each donation referenced in the
Index provided in answer g) above is attached as APS13382 to
APS13439.

Witness: David Rumolo

Page 2 of 2



ARIZONA CORPORATION COMMISSION
STAFF'S TWENTIETH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172

NOVEMBER 13, 2008

Attachment RCS-3
Docket No. E-01345A-08-0172
Page 49 of 137

Staff20.8 Interest Expense. Refer to Company workpaper JCL_WP25 and the
response to Staff 13.1. The referenced workpaper indicates interest
expense of$154,854,000 (total Company) and $131,756,000 (ACC
Jurisdictional), but the response to Staff 13.1 indicates interest expense of
$166,497,622 on a total Company basis (revised from $175,232,969 as
shown on Bates APS09014, provided with that response). (a) Please
explain and reconcile this discrepancy. Identify, quantify and explain each
reconciling item. (b) Please provide the ACC jurisdictional amount that
relates to the revised amount of $166,497,622 from Staff 13.1.

Response: (a) & (b) The $154,854,000 (Total Company) and $131,756,000 (ACC
Jurisdictional) interest expense is calculated on an unadjusted rate base.
The $166,497,622 was calculated using an adjusted rate base. The
schedule attached hereto at APSI3198 reflects the Company's pro-forma
adjustments used to derive Total Company Interest Expense of
$166,498,000 and ACC-jurisdictional Interest Expense of $143,1 l1,000.

Witness: Jason La Benz
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DOCKET no. E-01345A-08-0172
STAFF 20.8 INTEREST EXPENSE

a>oLLARs IN THousAnDs)

Original Cast

Reference
UI\3djusIed

Interest Expense

Teal Company
Pm Forma
Adjustments

Revised
Interest Expense

Unadjusted
lmelest Expense

Acc
Pro Forma
Adiusunents

Revised
Interest Expense

JcL_wp25 PG a
SCH C-2 PG 1
SCH C-2PG 1
scH G2 PG 1
scH C-2 PG 2
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ARIZONA CORPORATION COMMISSION
STAFF'S FOURTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E.01345A-08-0172 .- INTERIM RATES

August 13, 2008

Attachment RCS-3
Docket No. E-01345A-08-0172
Page 51 of 137

Staff4.12 Emission allowances. (a) Please identify, quantify and explain each type
of emission allowance that APS held as of each of these dates: 12/31/06,
12/31/07 and 6/30/08. (b) For each type of allowance, please also provide
APS' unit and total cost for the allowances, as of each date. (c) For each
type of allowance, please also provide the market value of the allowances
as of each date. (d) Please identify any gains or losses APS recorded on
theSade of emission allowances, by account and amount, for each of the
five years, 2003-2007. (e) Please describe in detail how APS accounts for
emission allowances. Provide the related documents which describe APS '
accounting process for emission allowances. (D The Wall Street Journal,
July 30, 2008; Page Al 6, reported that the U.S. Court of Appeals for the
District of Columbia Circuit that struck down the Clean Air Interstate
Rule. The regulation, announced in 2005 and covering more than two
dozen, mostly Eastern, states, sought to. bring about major reductions in
smog-forming and soot-producing emissions that contribute to respiratory
illnesses by instituting a "cap and trade" system in which companies that
exceed their emissions caps can buy allowances from companies that do
not. Is APS aware of that recent federal court's decision to strike down the
Environmental Protection Agency's Clean Air Interstate Rule? If not,
please explain why not. (g) Does APS expect that the recent federal
coull's decision to strike down the Environmental Protection Agency's
Clean Air Interstate Rule referred to in part f, above, will have any impact
on the value of APS' emission allowances? If so, please identify, quantify
and explain such impact. If not, explain fully why not.

Response: (a) - (b) APS only has sulfur dioxide (SO2) allowances. The following
table summarizes the quantity and cost of allowances:

Data Quantity Cost

Weighted
Average
Unit Cost

12/31/2006 1,080,789 $2,905

12/31/2007 1,129,775 $2,905

06/30/2008 1 | 131 ,255 $  7 2 6

$ 0 0 0 2 6 9

$0 . 00257

$0 . 00064

Page 1 off



ARIZONA CORPORATION COMMISSION
STAFF'S FOURTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING TI-IE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A.08-0172 - INTERIM RATES

August 13, 2008

Attachment RCS-3
Docket No. E-01345A-08-0172
Page 52 of 137

Staff4.l2

Response Continued:

(c) The Company does not track the market value of emission allowances
because we account for them at cost, and the allowances will be needed by
APS to operate its plants (now and 'm the future), and are not held for
speculative purposes. In addition, there are not quoted market prices for
all vintages.

(d) See below for gains recorded:

Year

Gains from
Disposition of
Allowances

Account 411 .8

Gain on
Disposition of

Property
Account 421 .1

Construction
Work in
Prog Ross

Account 107 Total Gains

$$ $ $ _

4,636,025

7,675,893

2003
2004
2005
2008
2007

137,398
3,960,664

532,107
6,511,547

339,353

4,636,025

7,675,893

137,398
13,232,714

532,107
21,863,333

339,353

(e) Allowances are recorded at cost in Account 158.1, Allowance
Inventory, or Account 158.2, Allowances Withheld, as appropriate.

The cost of allowances remitted to the EPA for the year are charged to
expense (Account 509, Allowances) monthly based on each month's
emissions with an offsetting credit to Allowance Inventory.

Net gains on the sale of excess emission allowances (after offsetting the
related O&M costs such as lime to scrub the pollution, etc.) are shared
50/50 between customers and shareholders consistent with the ACC' s
general policy regarding the Ade of APS utility property (see Decision No.
55931 (April 1, 1988)). APS's treatment of S02 allowances has been
known to and accepted by Staff since at least 1995.

Page 2 of 3



ARIZONA CORPORATION COMMISSION
STAFF'S FOURTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172 .- INTERIM RATES

August 13, 2008

Attachment RCS-3
Docket No. E-01345A-08-0172
Page 53 of 137

Staff4.12

Response Continued:

The portion of the gain related to offset of the related O&M costs is
credited to account 411 .8 "Gains Hom disposition of allowances." The
customer portion of the gain is treated as a contribution in aid of
construction for pollution control equipment and is credited to account 107
- "Construction Work in Progress." The shareholder portion of the gain is
credited to account 421 .l -- "Gain on disposition of property."

To the extent the EPA withholds allowances to be sold at auction, the
gains are credited to account411.8 "Gains from disposition of
allowances."

(1) Although Arizona was not subject to the Clean Air Interstate Rule
("CAIR"), we are aware of the referenced case, State of North Carolina et
al. v. EPA,No. 05-1244, decided on July 11, 2008 by the U.S. Court of
Appeals for the District of Columbia Circuit. The decision vacates CAIR
and the CAIR Federal Implementation Plan and directs EPA to promulgate
a mle consistent with the court decision. APS provides no opinion on the
characterization of the intent or scope of CAIR included in this question,
except to note that CAIR would have established a cap-and-trade system
for emissions of NOt and S02 for 28 eastern states and the District of
Columbia.

(g) APS has no information or expectation regarding the potential impact
of the coull's decision on the future value of the Company's emission
allowances.

Witness: Jay LaBenz
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ARIZONA CORPORATION COMMISSION
STAFI*"S SEVENTEENTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172
OCTOBER 24, 2008

Attachment RCS-3
Docket No. E-01345A-08-0172
Page 54 of 137

Staff 17.6 Since APS prepared its most recent PSA filing, has there been a
significant change in the cost of fuel or purchased power? If so, please
identify all significant changes of which APS is aware, and identify,
quantify and explain adj changes which would impact APS' fuel and
purchased power expense by $5 million or more.

Response: On September 30, 2008, APS filed its preliminary estimate for the 2009
PSA Forward and Historical Component Adjustors based on a forecast
that assumed August 29, 2008 forward,market prices for natural gas and
purchased power. Based on our latest forecast using September 30, 2008
market prices, 2009 projected fuel and purchased power costs have
decreased by approximately $10 million since the 9/30/08 PSA filing. The
forecast based on 9/30/08 market prices shows that 2009 natural gas and
purchased power prices have declined for 2009 delivery by approximately
12% and 10%, respectively. We have hedged approximately 85% of our
gas and power needs for 2009; leaving a reduction in fuel and purchased
power costs of approidmately $17 million. Offsetting this reduction is an
increase in coal contract costs of approidmately $6 million related
primarily to higher railroad fuel surcharges and fuel costs at the coal
mines. All other changes are smaller than $5 million and net to a
reduction of $1 million. APS is required to file on or before December 315'
an update to the adjusters and that will be the basis for the February '09
adjustor.

Witness: Pete Ewen



ARIZONA CORPORATION COMMISSION
STAFF'S TWENTY-FOURTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172

NOVEMBER 18, 2008

Attachment RCS-3
Docket No. E-01345A-08-0172
Page 55 of 137

Staff24.2 Please
provide current information for each month of 2010 and for the total year
2010 for each of the following market price series: (a) Palo Verde On-
Peak; (b) Pro Verde Off-Peak; and (c) Delivered Natural Gas. What
impact does using current prices for these items have on APS' base cost of
fuel projection for 2010? Please show in detail and provide supporting
calculations, similar to PME-WP9 in Excel.

Refer to Mr. Ewen's workpapers at PME WP9, page 2 of  9.

Response: Please see attached APS1380l for current 2010 Palo Verde On-Peak, Off-
Pedc, and Delivered Natural Gas prices.

The Company is in the process of updating the major components of the
fuel and purchase power pro forma and will submit new data concurrently
with Mr. Ewen's rebuttal testimony.

Witness: Pete Ewen
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Arizona Public Sewlco Company
Shi Dao Rsquout 24.2

2010 Forward Civics Curv-

Market Rlices as Of 1am/aa

January £4411 Mal'*2*' ma ,m m JU!! Ausuaé Seulember user November December 291 Q Avonlqp

pp Oh-p&8k Pvilwer
PV Off-peak Power
APS Delivered Gas

$5.51
47.56

B.1B

63.51
48.07
s.o4

50.73
44.05
7.81

54.11
35.4a
6.70

sa.5s
38.41
7.09

70.30
415.11
7.39

87.91
50.62
7.ao

85.41

49.13
7.61

71 .72
41.2B
7.38

59,37
40.91
6.84

50.79
41,91
7.38

6308
43.49
B.1B

S u s
43.15
1.53
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ARIZONA CORPORATION COMMISSION
STAFFIS SIXTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172
AUGUST 19, 2008

Attachment RCS-3
Docket No. E-01345A-08-0172
Page 57 of 137

Staff 6.77 Please provide all Edison Electric Institute invoices related to EEl
expensesrecordedduring the test year.
a Please reconcile the amounts shown on the EEl invoices with the EE]

expense recorded in each account during the test year.

Response: Please see attachments APS12847 and APSIZS48 for a copy of the EEl
invoices and accounts lo which the expenses were recorded during the
Test Year.

Witness: Jason La Benz
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Page 59 of 137 _
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Name

P004
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Approval
Anna

Voucher Glass lnvolos
Amount

General
g

Net Amount
Pay!

e011m1a eDccs 1000059772 7125/2007 6701Eosson ELE-001 Posted ,i.p9m~g6 czar 1,150.00 9302000 1,1s0.00

60550181eDocs 80550181 9/24/2007 8701Emsou El.E-001 Posed Approved IR 181' 990.00 9200006 s9o.oo

Unk
APSCO
APSCO
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FERC Account*
920 $2,415
920 $100

506 $71,898
566 $7,500
923 $33,750
930.2 $640,855
TOTAL $756,518

ARIZONA CORPORATION COMMISSION
STAFF'S THIRTEENTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172
OCTOBER 16, 2008

Attachment RCS-3
Docket No. E-01345A-08-0172
Page 61 of 137

Staff13.15 Edison Electric Institute Dues (EEl). Refer to the responses to Staff 6.76
and Staff 6.77 and the table below. The response to Staff 6.76 indicates
that APS is requesting recovery of EEl dues in the amount of $718,173 ,
but the response to Staff 6.77 indicates that EEl dues in the amount of
$756,518 were recorded above the line (and S136,564 recorded below the
line in FERC Account 426-4). (a) Please explain and reconcile this
discrepancy. Identify, quantify and explain each reconciling item. (b)
Please provide the ACC jurisdictional amounts of the test year EEl dues
shown in the table below.

* Per workpaper APS12847

Response:
(a) Staff 6.77 asked for all EEl related invoices, whereas Staff 6.76

specifically asked for only EEl membership dues. Please see table
below for a reconciliation between Staff 6.76 and Staff 6.77.

Total per
Staff 6.77

$71 ,898
7,500

EEl Non-Dues
Related

$(2,415)
\ (7,500)

JV
Adjustment

Dues not
included in 6.77

Total per
Staff 6.76

$69,483

3,505
33,750

(1 ,O90)
70

1,150

F E R C
A c c ount

5 0 6
5 6 6
5 8 6
9 2 0
9 2 3
9 2 4

9 3 0 . 2

Tot a l

300

70
3,565

33,750
300

611 ,o05

$718,173
642,005

$758,658 $(11 _005)
(31 ,000)

$(31,000) $1 ,520

Page 1 of 2



ARIZONA CORPORATION COMMISSION
STAFF'S THIRTEENTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172
OCTOBER 16, 2008

Attachment RCS-3
Docket No. E-01345A-08-0172
Page 62 of 137

Staff13.15

Response Continued

There were $1.520 included as dues in Staff 6.76 related to individual
employee EEl memberships that were inadvertently not included in
Staff 6.77. In August 2007, a journal entry was done which
reclassified $31,000 from FERC 930.2 to FERC 426.4 to report die
appropriate lobbying portion of Regular Dues and Industry Structure
Assessments of 40% and 20%, respectively, per invoice #
1000050749

(b) Below is a table with the ACC-jurisdictional amounts of Test Year EEl
dues per the correct table in part (a)

Account Total
$69,483

Jurisdictional
$68,253

70

33

Total

611.005

$718,173

573.911

$877,214

Witness: Jason La Benz

Page 2 off



ARIZONA CORPORATION COMMISSION
STAFF'S SEVENTEENTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172

OCTOBER 24. 2008

Attachment RCS-3
Docket No. E-01345A-08-0172
Page 63 of 137

Staff 17.7 Depreciation. Account 370.01 . Refer to APS09011, 2008 Depreciation
Study workpapers. (a) Show in detail how each of the "derived additions
in column c on page 194 of 374 was derived. Include complete supporting
calculations. (b) Provide the accounting entries and all joumad entry
support for the $65,427,927 "sales, transfer and adjustment" amount for
2004 in column E on page 195 and page 196. (c) On page 194, please
explain what the amounts in column E, "amount surviving" based on
experience to 12/31/2007 represent. (d) Are the "amounts surviving" for
1998 through 2003 plant in accost 370.01 as of 12/31/2007 consistent
with a five-year amortization? If not, explain filly why not. If so, explain
in detail how. (e) What depreciation or amortization rate did APS use for
Account 370,01 in each year, 1998 through 2007?

Response

(a) All transactions used to derive Column C were provided in response to Staff
6.15. Open the database, filter on the desired account, filter all transactions
excluding Code 20s and sum the resulting transactions for each vintage year
to produce results shown in the schedule attached as APS13179

(b) The 5655427,927 was a system transfer for meters. APS had one
depreciation group for meters excluding AMI meters. In 2004 these meters
were split into two distinct depreciation groups, electronic meters and the
electromechanical meters. 37001 are the newer electronic meters and 37002
are the old electromechanical meters. The $65.4M was the transfer from the
37002 depreciation group to 37001

Please see APS09011 pages 195, 202 and 203. Page 202 and 203 show the
transfer firm (credit) 37002 (electromechanical meters) to 37001 electronic
meters which is shown as a debit on page 195

(c) Column C is the age distribution of surviving plant at December 31 , 2007 as
also reported in the Generation Arrangement shown in Column C, page 193
An age distribution is plant surviving (i.e., in service) by vintage year of
placement

Page 1 off



ARIZONA CORPORATION COMMISSION
STAFF'S SEVENTEENTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY, .
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172
OCTOBER 24, 2008

Attachment RCS-3
Dad<et No. E-01345A-08-0172
Page 64 of 137

Staff 17.7

Response Continued:

(¢)

(d) Yes. These vintages will be retired upon implementation of amortization
accounting. Vintages 2003-2007 and any subsequent additions will be
retired as each vintage achieves an age equal to the amortization period.
Amortization over five years is consistent with APS's commitment to a
program of replacing electronic and electromechanical meters Mth AMI
meters by 2012. See also White direct testimony, page 12, lines 1 ff., White
Attachment REW-1, page 3-4, response to Staff 6.43, response to Staff
6.51 , response to Staff l2.25; and response to Staff 12.27.

The depreciation rates from 1998 to 2007 were as follows:

37001: Electronic Meters
1998 to March 2005:
April 2005 to June 2007 :
July 2007 to present:

4.54%
3.61%
3.68%

37002: Electromechanical Meters
1998 to March 2005:
April 2005 to June 2007:
July 2007 to present:

4.54%
2.84%
3.02%

Witness' Ronald White

Page 2 of 2



Attachment RCS-3
Docket No. E-01345A-08-0172
Page 65 of 137

Account
37001
37001
37001
37001

37001
37001
37001
37001
37001
37001

2005
2005
2006
2008
2005
2007

37001
37001
37001
37001

2005
2006
2006
2007

37001

Vintage Activity year Adjusting Year Code
2004 2005 10
2004 2004 33 10
2004 2006 10
2004 2004 10

2004 Total
2005
2005
2005
2005
2005
2005

2005 Total
2006
2006 -
2006
2006

2008 Total
2007 2007

Amount
739,912.92
,127,690.37

56,081 .22
791 ,807.65

11,715,492. 16
10 (322,259.48)
10 11,535,489.00
10 37,627.21
10 85,498.12
36 322,259.48
10 (251,749.88)

11 ,406,844.45
10 14,806,462.12
10 102,809.92
33 (99,975.04)
10 1,224.49

14,810,520.49
10 12,186,852.36

12,186,852.362001 Total

APS13179
page 1 of 8
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Account
37002
37002
37002
37002

Activity Year
1993
1992
1972
1971

Adjusting Year Code
33
33
10
10

1973

37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002

2004
1993
1972
1973
1973
1975
1977
1986
1990
1990
1992
1972

1990

16
33
10
10
10
10
33
33
10
10
33
10

1973
1974

1974

1975

37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002

2004
1993
1973
1973
1973
1974
1974
1975
1975
1976
1976
1977
1986
1990
1990
1992
1973

1973

16
33
10
10
10
10
10
10
10
33
10
33
33
10
10
33
10

1974

1974
1975

37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002

Vintage
1971
1971
1971
1971

1971 Total
1972
1972
1972
1972
1972
1972
1972
1972
1972
1972
1972
1972

1972 Total
1973
1973
1973
1973
1973
1973
1973
1973
1973
1973
1973
1973
1973
1973
1973
1973
1973

1973 Total
1974
1974
1974
1974
1974
1974
1974
1974
1974
1974
1974
1974
1974
1974
1974

1974 Total

2004
1993
1974
1974
1975
1975
1975
1975
1986
1989
1990
1990
1992
1992
1974

1990

16
33
10
10
10
10
10
10
33
33
10
10
33
10
10

Amount
(12,023.00)

(269,670. 17)
806.119.52

0.28
524,426.63
(3,838.48)
(9,005.00)

1,052,321 .00
30,601 .00
(8,883.00)

447.00
(1,007.00)

(58,597.00)
67.00

(67.00)
123,497.19

0.58
1,125,536.29

(6,219.16)
(6,564.00)

936,736.00
(9,199.00)
(1,176.00)

510,017.00
(506,954.00)

6,633.00
(6,638.00)

(261 .00)
2,656.00

(2,503.00)
(13,579.00)

371 .00
(371 .00)

588,887.49
0.48

1,491 ,836.81
(8,107.32)

(304.00)
1 ,055,674.00

(66.00)
2,525.00
(304.00)

(1,255.00)
1 ,247.00

(5,918.00)
14,837.00

250.00
(250.00)

339,305.28
120.00

0.58
1 ,397,754.54

APS13179
Page 2 of 8
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Account Activity Year Adjusting Year Code

1975

1976

37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002

2004
1993
1975
1975
1976
1976
1976
1986
1990
1990
1992
1975

1990

16
33
10
10
33
10
10
33
10
10
33
10

37002
37002
37002
37002
37002
37002
37002
37002
37002

2004
1993
1976
1976
1977
1986
1990
1992
1976

1976
1975

16
33
10
10
10
33
10
33
10

1977
1979

1978

37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002

2004
1993
1977
1977
1977
1978
1978
1986
1990
1990
1992
1977

1990

16
33
10
10
10
10
10
33
10
10
33
10

37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002

2004
1993
1978
1978
1979
1979
1982
1984
1985
1986
1990
1992
1978

1978

1979

15
33
10
10
10
10
10
33
10
33
10
33
10

37002
37002

Vintage
1975
1975
1975
1975
1975
1975
1975
1975
1975
1975
1975
1975

1975 Total
1976
1975
1976
1976
1976
1976
1976
1976
1976

1976114a1
1977
1977
1977
1977
1977
1977
1977
1977
1977
1977
1977
1977

1977 Total
1978
1978
1978
1978
1978
1978
1978
1978
1978
1978
1978
1978
1978

1978 Total
1979
1979

2004
1993

16
33

Amount
(4,087.80)
(427.00)

915_523_()0
(17,950.00)

(135.00)
12,316.00

<10,07/.00)
1 ,773.00

26.00
(26.00)

(291,469.72)
0.42

605,46B.90
(4,661 . 14)
(382.00)

858,021 .00
(22,508.00)

(22.00)
6,548.00
148.00

(19,034.51 )
0.74

818,110.09
(6,471 .93)
(4,354.00)

1,912,294.00
(49,070.00)

(7,126.00)
55,269.00

(36,135.00)
(5,939.00)

505.00
(505.00)

(162,518.18)
0.36

1 ,695,949.25
(6,465.54)
(1,553.00)

1,965,179.00
(14,804.00)

11 ,064.00
(7,846.00)
8,874.00
(127.00)

38,563.00
(29,367.00)

164.00
(425,983.52)

0.62
1 ,53'7,698.56

(12,219.49)
(99300)

Aps13179
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Adjusting Year

1979

Account
37002
37002
37002
37002
37002
37002
37002

Activity Year
1979
1979
1986
1990
1990
1992
1979

1990

Code
10
10
33
10
10
33
10

1980

1981

16
33
10
10

37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002

2004
1993
1980
1980
1981
1981
1982
1983
1983
1986
1992
1980

1983

10
10
10
10
10
33
33
10

1981

37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002

2004
1993
1981
1981
1982
1988
1990
1990
1992
1992
1981

1981

16
33
10
10
10
33
10
10
33
10
10

1982

37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002
37002

2004
1994
1993
1982
1982
1983
1985
1986
1990
1990
1992
1982

1990

16
33
33
10
10
10
10
33
10
10
33
10

37002
37002
37002
37002
37002
37002

Vintage
1979
1979
1979
1979
1979
1979
1979

1979 Total
1980
1980
1980
1980
1980
1980
1980
1980
1980
1980
1980
1980

1980 Total
1981
1981
1981
1981
1981
1981
1981
1981
1981
1981
1981

1981 Total
1982
1982
1982
1982
1982
1982
1982
1982
1982
1982
1982
1982

1982 Total
1983
1983
1983
1983
1983
1983

2004
1993
1983
1983
1984
1985

1983

16
33
10
10
10
10

Amount
2,183,603.00

(18,448.00)
(5,297.00)

377.00
(377.00)

(21,945.86)
0.40

2,124,700.05
(7,342.65)
(1,286.00)

2,216,582.00
(36,117.00)

8,971 .00
(4,000.00)

7,773.00
2,577.00

(3,583.00)
(18, 198.00)
293,802.74

0.44
2,459,179.53

(9,762.70)
(1,933.00)

3,362,892.00
($6800)

11 ,315.00
(7,678.00)

208.00
(208.00)

(520,030.42)
143,00

0.41
2,834,280.29

(8,925.49)
59,804.00
(4,605.00)

3,238,282.00
(77,709.00)

1 ,839.00
162.00

(88,750.00)
191.00

(1 Q1 .00)
(956,610.24)

0.50
2,163,487.77

(13,265.29)
(1,484.00)

6,020,855.00
(17,983.00)

56,238.00
420.00

Aps13179
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Vintage Activity Year Adjusting Year Code Amount
(54,413.00)

(269.00)
(56,086.0D)

1.980.00
(2,768,565.13)

Account
37002
37002
37002
37002
37002
37002
37002

33
10

1983 Total
16
33
10
10
10
33

3.169.662.04
(22,678.05)
(1,634.00)

5_723.662.00
(21 ,117.00)

10.623.00
(7,232.00)

9.700.00

3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2

10
33
10

(49.00)
(542.373.04)

485.00

1984 Total

3 3
1 0
1 0
1 0
1 0

5.149.436.28
(25,539.01)

(200.00)
8.210.817.00

(12,794.00)
576.553.00
(4,227.00)

(20,038.00)
(2,441,503.53)

3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2

33
10

1985 Total
1 6
3 3
1 0
1 0

10
10

10

6.283.068.74
521.948.19

(751.00)
8.387.975.00

(3,455.00)
(49,432.00)
(7,654.00)
55,277.00

(49,432.00)
15.308.00
(7,654.00)
(7,654.00)

320.00
(7,850.00)

(1,998,180.23)
569.00

3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2
3 7 0 0 2

1 0
1 6
3 3
1 0
1 0

1986 Total
37002
37002
37002
37002

33
10
10

6.851.335.23
(38,832.42)
(4,817.00)

7.835.089.00
(2,000.00)

APS13179
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Account Activi ty Year Adjusting Year Code

1988

1987

1988

1990

37002

37002

37002

37002

37002

37002

37002

37002

37002

37002

37002

1988

1989

1990

1990

1990

1990

1991

1992

1992

1992

1987

1987

10
10
10
10
10
10
16
33
10
10
10

37002

37002

37002

37002
37002

37002

37002

37002

37002

37002

2004

1993

1988

1989

1989
1990

1990

1992

1992

1988

1989

1990

16

3 3

1 0

10

1 0

10

10

3 3

1 0

10

37002

37002

37002

37002

37002

37002

37002

37002

2004

1993

1989

1990

1990

1992

1992

1989

1990

16
33
10
10
10
33
10
10

37002

37002

37002

37002

37002

37002

2004
1993

1990
1991

1992

1990

16
33
10
10
33
10

37002

37002

37002

37002

37002

37002
37002

2004

1993

1991

1992

1992

1992
1991

1992

16
33
10
33
10
10
10

37002

37002

37002

37002

Vintage
1987

1987

1987

1987

1987

1987
1987

1987

1987

1987

1987

1987 Total
1988

1988

1988

1988

1988

1988

1988

1988

1988

1988

1988 Total
1989

1989

1989
1989

1989

1989

1989

1989

1989 Total
1990

1990

1990

1990
1990
1990

1990 Total
1991

1991

1991

1991

1991

1991

1991

1991 TotaI
1992

1992

1992

1992

1992 Total

2004

1992

1992

1992

1 8

3 3
1 0

10

A moun t

102,432.00

(2,250.00)

398.00

(7,107.00)

(80.00)

(398.00)
(664.00)

2,831,512.91

1 ,182.00

(255,603.00)

0.44

10,458,862.93

(20,388.90)

(10,693.00)

7,621 ,625.00

45,364.00

(12,979.00)

3,409.00

(3,409.00)

438,889.95

49,111 .00

0.42

8, 110,929.47

(23,374.88)

(9,859.00)

7,809,730.00
37,689.00

(4,312.00)

3,224,707.84

211 ,992.00

0.07
11 ,246,573.03

(15,533.98)

(8,507.00)

5,731 ,375.00

214,596.00

1,840,130.72

0.43

7,762,061 .17

(16,033.26)

(5,076.00)

2,196,764.00

1 ,765,057.83

1 ,639,660.00

(28,872.00)
0.68

5,551 ,501 .25

(87,665.02)

4,207,581.45

13,164,389.00

0.32

17,284,305.75

APS13179
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Account
37002
37002
37002

Code
16
10
10

37002
37002
37002
37002

2003
2004
1994
1994

1 0
1 6
1 0
1 0

37002
37002
37002
37002

2004
1995
1997
1995

16
10
33
10

37002
37002
37002

2004
1996
1996

16
10
10

37002
37002
37002

2004
2004
1997

37002
37002
37002
37002

2004
2004
1998
1998

37002
37002
37002
37002
37002
37002
37002

2003
2003
2004
2004
2004
1999
1999

10
10
10
33
16
10
10

37002
37002
37002
37002

2004
2004
2000
2000

33
16
10
10

37002
37002
37002
37002

2004
2004
2001
2001

33
16
10
10

37002
37002
37002
37002
37002
37002
37002

Vintage Activity Year Adjusting Year
1993 2004
1993 1993
1993 1993

1993Total
1994
1994
1994
1994

1994Total
1995
1995
1995
1995

1995 Total
1996
1996
1996

1996 Total
1997
1997
1997

1997 Total
1998
1998
1998
1998

1998 Total
1999
1999
1999
1999
1999
1999
1999

1999 Total
2000
2000
2000
2000

2000 Total
2001
2001
2001
2001

z001 Total
2002
2002
2002
2002
2002
2002
2002

2002
2002
2002
2003
2003
2003
2004

Amount
366,893.22

7,992,349.00
0.38

8,359,242.60
6,458.20

1,193,944.62
12,007,553.00

0.44
13,207,956.26
(1 ,899,215.67)
9,324,594.00

(18,905.00)
0.63

7,406,473.96
(1,014,740.86)

8,'/87,029.00
0.33

7,772,288.47
33 (2,336.04)
16 (13,395,633.96)
10 13,399,970.00

0.00
33 (15,570,318.93)
16 6,512,10B.01
10 10,102,219.00
10 0.30

1,044,008.38
(162.81)

162.81
(176,238.26)

(6,535,373.75)
6,214,224.47

586,437.00
0.24

89,049.70
(8,206,860.14)

705,175.43
7,701,949.00

0.16
200,264.45

(7,722,535.75)
367,837.86

7,483,363.00
0.04

128,665. 15
3,908,982.81

847,2s2. 19
3,375,8a2.00

23,819,79
(2,080.87)

20.34
(7,536,351 .41 )

10
10
10
10
10
10
33

APS13179
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Account
37002

Activity Year Adjusting Year
2004

Code
16

37002
37002
37002
37002
37002

2003
2003
2004
2004
2004

10
10
10
33
16

37002
37002
37002
37002
37002
37002

2004
2004
2004
2004
2004
2004

37002 2005 10

37002
37002

Vantage
2002

2002 Total
2003
2003
2003
2003
2003

2003 Total
2004
2004
2004
2004
2004
2004

2004 Total
2005

2005 Total
2006
2006

2006 Total

2006
2007

Amount
(553,158.20)

64,096.65
4,751,672.50
5,573,093.96

5,496.02
(9,726,460.51)

(439,607.48)
164,194.49

10 4,254,682.81
10 4,834,837.72
10 791,807.65
33 (10,127,690.37)
LB 1,041,947.00
10 (791,807.65)

3,777.16
0.00
0.00

591,859.07
(84,960.14)
508,898.93

10
10

Aps13179
Page 8 of 8



ARIZONA CORPORATION COMMISSION
STAFF'S TWELFTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172
OCTOBER 9. 2008
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Page 73 of 137

Stay 12.27 Meters. Refer to the Company's response to Staff 6.43e, Staff 6.15 and
APS12960. (a) Please confirm that on APS12960 a "vintage" and an
activity year" of 2007 would indicate a transaction occurring in 2007. If

not, explain fully why not. (b) Also, explain what the "vintage" and
activity year" mean in APS12960 if anything different than the

definitions listed in APSl2959. (c) Please confirm that "adjusting year
code" of "IO" on APS12960 indicates a normal addition and "20
indicates a normal retirement. If not, explain fully why not. (d) Please
confirm that in 2007 APS added $12,186,852 as a normal addition in
Account 37001 and in 2005 added $11,535,469. If this is not the case
explain fully why not. (e) Please show in detail the amounts dirt APS
added to plant in Account 37001 in each year 2005, 2006 and 2007 for
normal additions. (D Please confirm that in 2006 APS added $591,859 in
Account 37002 as a normal addition. If this is not the case, explain fully
why not and show in detail the amounts that APS added to plant in
Account 37002 in 2006 for normal additions. (g) Please provide all work
orders and cost-benefit analysis APS has for making normal additions of
plant into Accounts 37001 and 37002 in each year 2005, 2006, 2007 and
2008. (h) Does APS project making any normal additions (Code 10 per
APS12959) of plant into either accost, 37001 or 37002, in 2008, 2009 or
2010? If not, explain fully why not. If so, please show the Code 10
normal" additions to each of these accotmts projected for each year

Response
(a) Yes. Please see response (d)

(b) APS's transaction definition is the same as in APS12959 on page 2

(c) Transaction code 10 is a normal addition and transaction code 20 is a
normal retirement

(d) The 37001 additions of $12,186,852 and $11,535,469 for 2007 and
2005 respectively are NOT the total additions for the specified
vintages. The total additions for 2007 were $11,935,595 and for 2005
were 11.953.122. See schedule attached hereto at APS08997

Page l of 2



ARIZONA CORPORATION COMMISSION
STAFF'S TWELFTH SET OF DATA REQUESTS TO

AR1ZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172
OCTOBER 9, 2008

Attachment RCS-3
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Staff 12.27

Response Continued:

(e) Attached as APS08997 is the requested schedule.

(i) Yes, however the 2006 addition was transferred in 2008 to 37001 .

(g) The work orders used for capitalizing meter in utility accounts 37001
and 37002 are 63-1000, 63-2000 and 63-1020. In response to the
cost-benefit analysis question, please see Staff Interim 2.10.

(h) The estimated meter additions for 37001 are $12.5M in 2008, $8.9M
in 2009 and $4.2M in 2010. For utility account 37002, APS does not
plan on any additions. 37002 are the older meter types that will no
longer be purchased. APS is expecting a full AMI rollout.

Supplemental Response :

(g) The work orders used for capitalizing meter in utility accounts 37001
and 37002 are 63-1000, 63-2000 and 63-1020. These charge numbers
wereesmblished in the late 90's. They are fixed in our inventory
system in order to facilitate due pre-capitadization process. The
approval for meter purchases is done at the Purchase Order (PO) level.
The projected installs are measured with what is in stock in order to
determine what needs to be purchased.

In response to the cost-benefit analysis question, please see Staff
Interim 2. 10.

Witness: Jason La Benz

I
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I

i
I

i

TUCSON ELECTRIC POWER COMPANY
Comparison of Present and Proposed Accrual Rates

Present: BG Procedure I RL Technique
Proposed: VG Procedure I RL Technique

Statement A

A a c is E F G N I

-10.0%
. 199%
-59.0%
-17.099
-40.0%
33.0%
_15.0%
-15.0%
-34.0%
-34.0%
-zs.o%
-25.0%

-7.0%

2.22%
2.44%
4.25%
5.48%
3.66%
2.33%
1 5 3 %
3.38%
3.38%
3.63%
a.a:s%
3.79%
4.48%
322%
3.35%

43.76
44.83
48.02
39.16
41.83
43.44
32.32
26.12
23.28
28.70
47.B1
19.73
35.67
31 .53
33.81

37.61 as
25.99%
33.01 %
35.98%
aa:71 %
38. 11 %
38.89%
5183%
41.39%
53.55%
28.30%
40.91%
35.24%
5.20%

38.52%

1.43%
153%
1.46%
1.83%
1.47%
1 .42%
1.89%
1.84%
2.52%
1.62%
1.50%
2.99%
1.74%
2.97%
1.82%

16.0%
16.0%
21 .0%
18.0%
9.0%
1 .0%

15.0%
15.0%
25.0%
15.0%
10.0%
5.0%
5.0%

54.04%
57.04%
25.99%
41 .W%
36.55%
41 .05%
43.96%
38.28%
46.95%
32.72%
44.54%

2.14%
14.56%
4.03%
8.62%
7.71%
6.22%
4.70%
5.32%
4.19%
3.71%
5.31%

2.22%
20.00%
8.87%

14.0o%
1129%
10.25%
7.00%
7.07%
3.33%
6.67%
7.57%

21.45
2.95

14.83
5.10
4.99
7.07
9.80

10.67
11 .46
18.13

9.53 4.0%

DISTRIBUTION PLANT
360.00 Rights-or-way
361.00 Structures and Improvements
362.00 Station Equipment
364.00 Poles, Towers and Fixtures
365.00 Overhead Conductors and Devices
366.00 Underground Conduit
367.00 Underground Conductors and Devices
36B.0H Line Transtonmers - Overhead
36B.lJG Line Transformers - Underground
369.0H Services - Overhead
369.UG Services Underground
370.00 Meters
373.00 Street Lighting and Signal Systems
374.00 Asset Retirement CoSts

Total Didrlbution plant

GENERAL PLANT
Dopreclahlo

390.00 Structures and improvements
391.CM Dfnee Fum. and Equip. - Computer
392.00 Transportation Equipment - class 0
392.C1 Transportation Equipment - Class 1
392.02 Transportation Equipment - class 2
392.c3 Transportation Equipment - Crass 3
392.04 Transportation Equipment - Classy
392.65 Transportation EquipmeM - Class s
396.00 Power Operated Equipment
397.00 Communication Equipment

Total Depreelable

Arnortlzabk
391.FE Oftlce Fum. and Equip. - Furniture
393.00 Stores Equipment
394.00 Tools. Shop and Garaige Equipment
395.00 Laboratory Equipment
398.00 Miscellaneous Equipment

Total Amortlzablo

Total General Plant

TOTAL 1uvesmsur

4- 24 Year Amortization -»
4- 15 Year Amortization --r

f- 17 Year Amortization -o
-- 17 Year Amortization -o
- 20 Year Amortization -o

8.00%

7.65%

3.96%

-- 24 Year Amoriizatiun -
- 15 Year Amortization -4
1- 17 Year Amultizaiion -»
-- 17 Year Amortization -»
»-20 year Amortization -o

11.16 43.56% 5.06%

9.15 44.37% 5.26%

25.53 39.34% 2.30%

3.3%

0.5%

43.08 -50.0%_ 33.61
33.61

25.53

-15.0%

-6.7%

5.B8%
5.ea%

44.22%

0.2a%
0.28%

2.54%

NET SALVAGE
108.02 Dasmuuuon

TO¢8l mea SeWage
TOTAL UTIUTY 3.96%
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UNS ELECTRIC,  INC.
Comparison of Present and Proposed Accrual Rates

Present BG Procedure I RL Technique
Proposed: BG Procedure /RL Technique

Statement A

A c D E F G H

38.00 2 . 9 2 %
2 . 92%

30.16
36.18

5.54%
5.64%

3 . 13%
5 . 13%

38.00
38.20
3B_20
31.00

4 . 1 3 %
20 . 00%

4 . 2 3 %

3. 79%

<- 25 Year Amortization -»
1- 15 Year Amort izat ion -»
<- 23 Year Amortization - >
< - 5 Year Amort izat ion  - »

7.21 6 1 .65% 3.06%

10.88 42.48% 3.09%

38.00
38.20
37.00
22.50
39.50
at .00

1 .38%
2. 42%
2.34%
o.e7%
2. 20%
1 .87%
2.00%

29.50
32.63
28.17
38.15
29.39
33.34
28.73

39.01%
18.06%
33.89%
15.62%
31.02%
12.02%
29.41%

2. 07%
2 . 51%
2 . 53%
2 . 33%
2 . 35%
2 . 64%
2 . 45%

19.70
23.00
12.40
15.90
30.10
44.90

-10.0% -10.0%

2 . 02%
3. 13%
3. 15%
5. 03%
4 . 4 8 %
2. 68%
2. 02%
3. 41%

3 . 77%
2 3 2 %
4 . 0 8 %
5. 71%
2. 71%
2. 01%
3. 68%

31.35
12.75
21 .72
15.92
12.68
23.85
35.18
18.96 -2 .9%

36. 56%
60. 15%
31 .49%
20. 00%
53. 19%
36.50%
29. 05%
39. 12%

-10. 0%
-10. 0%

-10.0%
-10.0%

-5.0%

-5 ,0% -5.0%

23.60
15.30
18.90
18.40
21.50
14.30
14.20
18.30
18.30
26.20
11.40

-5 . 0%

27.71
25.54
11.54
14.83
15.15
18.85
14.20
13,46
14.43
16.25
24.14
16.64
14.75

-5.0%

43.70%
24.39%
52.77%
48.65%
47.39%
34.33%
37.50%
42.69%
45.53%
38.99%
29. 99%
32. 78%
44.74%

2.03%
2.98%
4.09%
4.14%
4.13%
3.79%
4.40%
4.83%
3.77%
3.75%
3. 11%
4 . 0 4 %
4.16%

3.20%
4.82%
4.23%
4.36%
4.28%
5.36%
4.93%
4.23%
4.23%
3. 25%
4 . 5 5 %
4.56% ~6.0%

27.80

I N T AN GI BLE PLAN T
D eprec lab le

303.WP Ml$¢. Intangible - WAPA Switchboard
Tota l  Deprec iab le

Am or t l z ab le
302.00 Franchises  and Consents
303.00 Miscel laneous Intangible Plant
303.WC Misc. Intangible - WAPA Fiber Optic
303. PC Misc. lntangible Plant - PC Sullware

Tota l  Amor t izab le

Tota l  in tang ib le  P lant

OTHER PRODUCTION PLANT
341 .of  St ructures and Improvements
342.00 Fuel Holders.  Producers and Accessories
343.00 Pr ime Movers
344 . 00  Genera t o rs
345.00 Accessory  Elect r ic  Equipment
348.00 Miscel laneous Power Plant  Equipment

Tota l  Other  Produc t ion  P lant

TRANSIMSSION PLANT
350.RW Rights of  Way
352.00 St ruc tures  and Improvements
353.00 Stat ion Equipment
354.00 Towers  and F ix tures
355.00 Poles  and F ix tures
356.00 Overhead Conductors  and Dev ices
359.00 Roads  and T ra i ls

T ot a l  T ransm iss ion  P lan t

DISTRIBUTION PLANT
3B0.RW Rights of Way
361 .of  St ructures and Improvements

.362.00 Stat ion Equipment
364.00 Poles,  Towers and F ix tures
365.00 Overhead Conductors  and Dev ices
366.00 Underground Condui t
3B7.00 Underground Conductors  and Dev ices
ssa.oo L ine T rans formers
3B9.0H Serv ices -  Overhead
369.UG Sewioes - Underground
370 . 00  M e t e r s
373.00 Street  Light ing and Signal Systems

Tota l  D is t r ibu t ion  P lan t

GEN ER AL PLAN T
D eprec iab le

390.00 St ruc tures  and Improvements
392.C1 Transportat ion Equipment - Class 1
392.02 Transportat ion Equipment  - Class 2
392.C3 Transportat ion Equipment - Class 3
392.C4 Transportat ion Equipment - Class 4
392.05 Transportat ion Equipment  -  C lass s
396.00 Power Operated Equipment

Tota l  Deprec iab le
6.80

2 . 89%
25. 00%
25. 00%
25. 00%
12. s 0%
12. 50%

3. 33%
12. 12%

29.03
4.00
3.02
3.28
1.63
8.58
5.16
4.13

23.14%
49.01%
48.88%
33.72%
78.05%
11.40%
64.30%

.1

2 . 55%
12. 75%
16.99%
20. 21%
13. 47%
12. 55%

6. 92%
11153%

P A G E  1 5



ARIZONA CORPORATION COMMISSION
STAFF'S TWENTY-THIRD SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A IUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172

NOVEMBER 17, 2008

Attachment RCS-3
Docket No. E-01345A~08-0172
Page 77 of 137

Staff23.9 Refer to the response to Staff data request 18.5. Regarding General
Corporate Matter #2: (a) Please identify each subsidiary. (b) Please
provide the investigative services report and invoice(s).

Response :
Upon further inquiry, APS has determined that this matter pertained
almost exclusively to SucCor and should have been directly charged to
that affiliate. APS will remove this legal cost in its rebuttal case.

Witness: TBD



ARIZONA CORPORATION COMMISSION
STAFF'S TWENTY-THIRD SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172

NOVEMBER 17, 2008

Attachment RCS-3
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sraff23.5 Refer to the response to Staff data request 18.5. Re: Commercial Matter
#3: (a) Was any revenue obtained by APS in 2007 or 2008 related to the
sale of fly ash from Four Corners to the Salt River Indian Community?
(b) Please identify such revenue, by account, by year. Indicate the APS
portion of such revenue. (c) Was any revenue obtained by APS from the
sale of fly ash from any of its coal plants in any year, 2004 dough 2007?
If so, please provide the amount by account for each yea. (d) Was any
revenue obtained by APS from the sale of f ly ash from any of its coal
plants in 2008? If so, please provide the year-to-date October 2008
amounts by account.

Response:
(a) & (b) Yes, APS received revenues from fly ash sales to the Salt River

Indian Community (Salt River Materials Group - SRMG). See
schedule attached hereto at APS13789 for 2007 and October 2008 for
year-to-date amounts.

(c) & (d) Yes, APS received revenues related to fly ash sales from the
Four Corners Power Plant, Cholla Power Plant, and Navajo Generation
Station between 2004 and 2008. See schedule attached hereto at
APS13789 for coal plant fly ash sales. Also, note that revenue received
from the sale of fly ash is recorded to accounts 501 and 502 and
reduces the revenue requested from ACC-jurisdictional customers.

Witness: Jason La Benz
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Four Comers Power Plant to Salt River Indian
Community Fly Ash Sales

2007
YTD Oct 2008

Total Plant
Account 5010

2,478,619.54
895,400.26

APS Share
Account 5010

385,268.50
134,430.29

APS13789
Page 1 of 2
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Coal Plant Fly Ash Sales

Total Plant' APS Share

2004
2005
2006
2007

YTD Oct 2008

Account 501 o
672,064.69

1,125,726.17
1546,845.07
2,917,424.38
1,267,870.17

Account 5020
689,174.25
844,222.29

2,054,'/49.05
2,595,120.00
7,588.911 .27

Account 5010
164,696.23
241 ,168.62
329,992.98
824,073.34
506,900.20

Account 5020
404,408.66
512,238.33

1.194,222.58
1,515,301.57
4,667,306.95

*Total Plant includes 100% Four Corners and Cholla and 14% Navajo which is operated
by Salt River Project.

APS13789
Page 2 of 2



ARIZONA CORPORATION COMMISSION
STAFF'S EIGHTEENTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172
OCTOBER 29.2008

Attachment RCS-3
Docket No, E»01345A-08-0172
Page 81 of 137

Sta1ffl8.5 Legal Expense. Refer to the responses to Staff 6.106 and Staff 16.8. (a)
Please state whether any of the items listed in the referenced responses
represent litigation that is currently pending. If so, please indicate the cost
of such expenses by item incurred through September 30, 2008 as well as
the expected duration of such litigation. (b) Please explain fully and detail
the nature of the costs referred to as "consultant fees" as provided in the
response to Staff 16.8 since Staff 6.106 requested APS' test year non-rate
case legal expense. (c) Please explain hilly and in detdl the nature of the
other out of pocket expenses" as provided in Staff 16.8. (d) Please

provide a breakout of each item by FERC account

Response
(a), (b) and (d) As requested, APS has updated only litigation expense

items through September 30, 2008. Please note that this does not
mean that the non-litigation matters for 2007 did not continue into
2008. APS has dm not included any legal matters (litigation or
otherwise) which have arisen since December 31, 2007. Please see the
schedule attached hereto at APS13189

(c) As indicated by footnote (1) to APSI3189, "other out-of-pocket" costs
consist of one or more of the following: postage, duplication costs
messenger/delivery services, court reporters, foreignpatent filing fees
printer costs, allowable travel expenses, long distance calls and faxes
court tiling fees, deposition fees, and litigation support services
(paralegds or document clerks)

Witness: TBD







This matter involves retaining outside counsel to provide advice
regarding general customer bankruptcy issues, inducing proof of
claims and assignment agreements.

Description:

Breakdown of Casts:

General Bankruptcy Matter #1:

FERC
Account

January 1, 2007 - January 1, 2008 -
December 31, 2oo1 September 30, 2008

s al ,492 s
910

Legal Fees:
Consultant Fees:

Other out d pod<et expenses':
Total; 31.492 s

31,4sz sAPS Portion of Total:

s

s

General Corporate Matter #1 :
FERC Description:

Account
Breakdown of Costs:

923

This matter involves retaining outside counsel to provide advice
regarding several miscellaneous general corporal related matters.

January 1. 2001 - January 1, 2001 -
December 31. 2007 Sgnllembef 30. zoos

s 23,086 sLegal Fees:

Consultant Fees:

Other out of Docket e1<D8nses':
Total:

34
2a_120 s

22.126 sAPS Portion d TOtal'

s

s

GeneraA Corporate Matter #2:
FERC Description:

Account
Breakdown of Costs:

920
January 1, 2008 -

September to, zoos
sLegal Fees:

Constant Fees:

Other out of pocket e:q:lenses':
Total:

This matter irwoNes retaining outside counsel to provide advice
regarding he review d various subsidiary matters.

January 1, zool -
December31, 2001

s 91.746
15,189

2,145
109,081 ss

s 95,773 sAPS Portion of ToW:

Consultant Fee Description: Investigative services

Non-Rate Case Legal Expenses
January 1, 2001 - SepUambor 30, 2008

Acc Slafi Data Request 1s.s

Attachment RCS-3
Docket No. E-D1345A-0BJ0172
Page 84 of 137

APS131B9
Page 14 of pa



ARIZONA CORPORATION COMMISSION
STAFF'S TWENTY-SIXTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A IUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172

DECEMBER3,2008

Attachment RCS-3
Docket No. E-01345A-08-0172
Page 85 of 137

Staff26.6 Refer to the response to Staff 23.5 concerning fly ash sales revenue and
APSl3789. (a) Referring to page 2 of APS13789, explain why the fly ash
sales have increased in each year 2004 through 2007. (b) Provide a break
out by plant of die fly ash sales listed on APSl3789. (c) Explain why the
account 5020 amount for YTD Oct 2008 is so much higher than 2007. (d)
Explain why the account 5010 amount for YTD Oct 2008 is lower than
2007. (e) What total amounts for 5010 and 5020 does APS expect for the
full year of 2008? Show actual or anticipated amounts for each account
for each month November and December 2008. (D Referring to
APSI3789, what is the ACC jurisdictional amount for the APS share of
Account 5010 and 5020? Please provide for each year.

Response:
(a) In general, the fly ash sales have increased for Four Comers and Cholla
each year between 2004 and 2007 due to increases in the minimum
contract price per ton and/or due to increases in the amount of fly ash sold.

Detailed information for the Navajo Generating Station is not readily
available because APS is not the Operating Agent and only receives
summarized Participant Billings.

(b) See attached schedule APS13513.

(c) The October 2008 YTD amount in account 5020 is significantly higher
than 2007 YTD primarily due to adjustments per the new Cholla Fly Ash
Agreement effective April 1, 2008. The new agreement increased the
minimum contract price for Cholla fly ash sales from $7/ton to $12.50/ton.
It also retroactively increased the sales price to the greater of S12.50/ton or
the pro-rated Annual Revenue Share Amount for the period between June
1, 2006 and December 31 , 2007.

(d) The October 2008 YTD amount in account 5010 is lower than 2007
YTD primarily due to adj ustments per the new Four Comers Fly Ash
Agreement effective April 1, 2008. The new agreement decreased the
minimum contract price for Four Corners fly ash sales from $7/ton to
$6.25/ton. It also retroactively decreased the sales price to the greater of
$6.25/ton or the pro-rated Annual Revenue Share Amount for the period
between June l, 2006 and December 31, 2007. As a result of this new
agreement, APS had to refund $103k (of which $56k related to prior

Page 1 of 2



ARIZONA CORPORATION COMMISSION
STAFF'S TWENTY-SIXTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172

DECEMBER 3,2008

Attachment RCS-3
Docket No. E-01345A-08-0172
Page BE of 137

Response to Staff 26.6

Continued

years' activity). Also, there was an additional decrease of $l62k related to
a 2007 billing adjustment and the remaining decrease in 2008 is related to
the greater sales price for July 2007 through September 2007 as prescribed
by the Annual Revenue Share Amount and fewer tons sold in 2008 (which
includes estimates for November and December 2008)

(e) See attached schedule APS13513

(t) See attached schedule APS13514

Witness: Jason LaBenz

Page 2 of 2
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FLY ASH SALES

Four Comers Total
Account 501 o

(Sales in Dollars)
Total Plant

Four Gamers APS
Account 5010

Total APS

2004
2005
zoos
2007

YTD Oc!2008
Nov 08 Projection
Dec 0s Projection

506,437
1,028,102
1,550,BB9
2,478,620

895,400
231,000
511,000

Cholla Total
Account 5020

689, 174
a44,222

2,054,749
2,595,120
7,5B8,911

443,000
432,000

Navajo APS
Account 5010

75,828
97,624
95,156

438,805
372,470
27,000
40,000

1,361,239
1,969,948
3,701,594
5,512,545
B,B56_'/B1

701,000
983.000

a9_0ea
143.544
233.83w
385,269
134,430

35.000
77,000

Cholla APS
Account 5020

404,408
512.238

1,194,223
1,515,302
4,667,307

272,000
250,000

Navajo APS
Account 5010

75,628
97,624
95,156

438,805
372,470

27,000
40,000

569,104
15a,40s

1,524,216
2,339,378
5,174,207

334,000
ss7,oo0

I
i

APS13513
Page 1 of 1
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COAL PLANT FLY ASH SALES

APS Share

2004
2005
2006
2007

**2008

Account 5010
164,696
241,168
329,993
824,074
685,900

Account 5020
404,408
512,238

1,194,223
1 ,515,302
5,189,307

APS Share (Acc Jurisdiction)
Account 5010 Accou nt 5020

160,681 397,250
235,289 503,171
321,948 1,173,085
803,982 1,488,481
659, 178 5,097,456

"Includes November and December 2008 projections

APS13514
Page 1 of t



ARIZONA CORPORATION COMMISSION
STAFF'S SIXTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-0I345A-08-0172
AUGUST 19, 2008

Attachment RCS-3
Docket No. E-01345A-08-0172
Page 89 of 137

Staff6.l45 Emission allovvanc¢s. (a) Please identify, for each year, 2002 through
2008, by account: ll)1he total proceeds from the sale of emission
allowances, (2) the number of allowances (of each type) sold, (3) the cost
of the allowances that were sold, and (4) the net gain or loss on emission
allowance sales. (b) Please identify, by type of allowance, all emission
allowances and the quantity of each, held by APS as of 12/31/06, 12/31/07
and 7/31/08.

Response : (a)(1) - (4) APS only has sulfur dioxide (SON) emission allowances. See
table below:

Year

Number of
so,

Allowances
Sold

Cost of
S02

Allowances
Sold

Gains from
Disposition of

Allowances
Account

411.8

Gain on
Disposition
of Property

Account
421 .1

Total
Proceeds
from the
sale of

allowances

$ $ $

Construction
Work in

Progress
Account 107

s

4,636,025

2002
2003
2004
2005
2006
2007
2008

1,054
1,064

43,273
1 ,064

14.064
1 .064
1 ,064

133,D13
137,398

3,950,664
532,107

6,511 ,547
339,353
279,908

7,675,893

4.536,025

7,675,893

$ 133,013
137,398

13.232,714
532,107

21 ,863,333
339,353
279,908

Net gains on the sale of excess emission allowances (after offsetting the
related O&M costs such as lime to scrub the pollution, etc.) are shared
50/50 between customers and shareholders consistent with the ACC's
general policy regarding the sale of APS utility property (see Decision No.
55931 (April l, l 988)). APSls treatment of S02 allowances has been
known to and accepted by Staff since at least 1995-

(b) The Company held the tbllowing allowances at:

12/31106
12/31/07
07/31/08

1.080.789
1,129,775
1,168,131

Witness:Jason La Benz
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ARIZONA CORPORATION COMMISSION
STAFF'S TWELFTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172
OCTOBER 9, 2008

Attachment RCS-3
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Page 90 of 137

Staff 12.46 Sales of emission allowances. (a) Please identify the amount of emission
allowances APS has sold and purchased (quantity, cost, sales proceeds,
and net margin) in each year 2005 through 2008. (b) Did APS have any
inventory of emission allowances at 12/31/06 or 12/31/07? If not, explain
t i l ly why not.  I f  so, ident i fy the quanti ty and cost of  each type of
allowance as of each date. (c) Does APS agree that emission allowances
are related to the burning of coal at APS' coal-fired generating plants? If
not, explain fully why not. (d) Does APS agree that the margins realized
on the sale of emission allowances could be reflected as a credit against
iilel and purchased power costs in the PSA? If not, explain fully why not.
(e) Please identify, by account and amount, all revenue and cost related to
emission allowance sales in each year, 2005 through 2008.

Response: (a) - (b), (e) Please see responses to Sta8l4. 12 and Staff 6.145. All
responses are valid up to September 30, 2008.

(c) Yes.

(d) No. The current PSA does not penni such treatment. Moreover, the
current treatment by APS is consistent with long accepted Commission
practice regarding the disposition of assets in general and of emission
allowances in particular. Please see response to Staff 4.12 (e) for
accounting of emission allowances.

Witness: Jason La Benz



ARIZONA CORPORATION COMMISSION
STAFF'S TWENTY-FIFTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172

NOVEMBER 20. 2008

Attachment RCS-3
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Statlf25.6 Since its implementation, has the 90/10 sharing provision of the PSA had
any impact on APS' decisions about fuel and power procurement? If not
explain fully why not. If so, please explain fully how this sharing
provision has impacted APS' decisions about iiuel and power procurement
and provide actual examples of how the procurement was affected

Response: No. APS's decisions to procure fuel and power are driven by the need to
seek reliable supplies at the lowest possible cost and subject to the
requirements of the Company's System Hedge Plan

Witness Pete Ewen



ARIZONA CORPORATION COMMISSION
STAFF'S TWENTY-FIFTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172

NOVEMBER 20. 2008

Attachment RCS-3
Docket No. E-01345A-08-0172
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Staff25.7 Since its implementation, has the 90/10 sharing provision of the PSA had
any impact on APS' decisions about hedging its fuel and power costs? If
not, explain fully why not. If so, please explain fully how this sharing
provision has impacted APS' decisions about hedging fuel and power
costs and provide actual examples of how APS' hedging was affected

Response: No. Please see the response to Staff 25.6

Witness Pete Ewen



ARIZONA CORPORATION COMMISSION
STAFF'S TWENTIETH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172

NOVEMBER 13, 2008

Attachment RCS-3
Docket No. E-01345A-08~0172
Page 93 of 137

Staff 20.4 Post Test Year Plant Additions. Refer to the schedule identified by Bates

APS13187 (revised version of DAK_WPl0) that was provided with the
response to Staff 17.3. (a) Please provide a similar schedule that shows

the ACC jurisdictional amounts of the CWIP projects listed on APSl3187
for Distribution, Generation and Other. (b) Please also provide the
information requested in part a 'm Excel.

Response 1 Attached in Excel format as APS13761 is the requested schedule
(APSl3187) updated to include a jurisdictional column for balances as of

12/31/07 |

Witness: Daniel Keats
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Summary Original DAK_WP10

Total Company

$Generation
Distribution
Other
Total $

1213112007
Total

105,605
70,491
75,162

251 ,258

Acc Jurisdiction

$Generation
Distribution
Other
Total $

1213112007
Total

103,735
70,491
70,599

244,825

APS13761
Page 1 of 26
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Attachment RCS-3

AR1ZONA CORPORATION COMMISSION 3;gk8;g>o38;345A-°**~°"2
STAFF'S TWENTY-SEVENTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172

DECEMBER 11, 2008

S t a f f 2 7 . 1 Please refer to the response to Staff 20.3 and the Excel file for APS13l87
(revised version of DAK_WPl0 that was provided in the response to Staff
17.3. (a) Please provide the most up-to-date version of the capital projects
in-service dates. Provide this in Excel. (b) Please provide similar
information to that requested 'm Staff 20.3a, b and c, for these categories :
(1) in-service by 12/31/08; (2) in-service by 12/31/09; (3) in-service after
12/31/09

Response:
See attached worksheet as APSl3524 that includes actual dollars spent
through 12/31/2007 and 09/30/2008 on the same 1200 projects for both
Total Company and ACC Jurisdictional amounts. The in-service dates
were as of 10/23/2008. Category 1 was split into two categories, actual in-
service date as of 10/23/2008 and estimated in-service as of 12/31/2008,
these two columns were totaled into a single column as requested.

W i t n e s s :  D a n i e l  K e a r n s



Gels¢f¢un

O1-
Tal

Acc Jun-mann

W w w -  n m 2 1 . 1

n u ¢°l1F1\1

e s - n u n
nuruuian
Ul la !
p a l

samrmv Dd l l l l
Tall °°m»lmx

c a n n o n
Hudllr S
Cnlll
o u r
Tatlll Gnnuinn S

m u m m y
Oll l l
Tool s

mmnnuv  I : -an
Acc .nm-neun

Gavnsrllun
n u n - s
Cad
o u r
n u n  S y r i a n s

DiliiUll¢ioll
o u r
T°0ll s

IHUNI  nuns
mu °-nv -v -x

Gl n l l l i w
N u l l
Cu t
n o w
Tul l  aann im s

Dihialdon
o u r
M n

s

s

s

s

s

ll»lb,
1UIJ312001

Anudhy
111122J2000

# a w
mm/zona

11 .805443
3=51248.212

3.419.632
so.ssv.sa¢r
41,529,299
1 1 5 8 4 1 5 3

11e,ae1_1a9

11,ss\.1n
34819,457
a.42r.aao

4o,s4a,-w5
47.524299
17,455,584

114:ea a41

1 4 2 9 4 1 3 5
a'a,saa,eu2

T ,58/ ,415
95,919,152
n .4zs,:1a1
19918,067

1 9 8 . 2 9 5 1 0

wu l z u l v
Tool

1211112017 l l i l l l f l l i l
n u n T wi l l

215,853
1sz_sa1

e m s
s 4 4 s 1 1 0

1os,eos
10 ,4c1
7s.1sz

251.25a

103,135
79.491
70,509

.3 .

s

s

s

s

s

s

s 29.814376
3 5 0 8 . 9 5
6,055,168

s s u s v u n e v
59940,505

Eu mn a I n -
s u v iu b r

12t8\I2B811DI
n n n n n u .
s u w u n n

Es i l | | l IIa d in -
s - w m b v

1zn 1n u u ewi l»
n n a n n u m
s n n i n u n

s n m u a r r
5 - l = - b v

12/81l2!I08 ll1!\
l*|lM1|:8||||111-
8 » ~ i ¢ » n -

uxsmzas
14'!l9T!I4.!?5

14.w7.=z8
1.4a4,sa2

s a w n
11,055,954
1e,4az,95s
ssne1.4so
a mms v s

14,437,183
1 4 s a o s o

111.a15
1 6 ,7 5 4 .0 8
1a,4a2,a5a
51743.599
a4.uo0 125

i n mz a u
Tool

z1l.z:4
188.511
o w :

a s

s

s

s

s 28 .933275
5 , 0 8 7 , 4 7 8

4.211.001
s 8 . 1 9 7 . 5 5 1

94,012,257
a n n u m

s n o  s 1 1 4 7 2

s

s

s

Y M I Q H Q
e w n n a n *

w w w
wu n u a c

T u l d h d u l n r
E l i m l h d l l l -

Sl w i e u b y
1213112DOB

Tuhllnudw
sun-a1».

www
urauzuul

a.sn2.4us
as1:rr,n4
4as1142

87,508,945
54,012257
7:.aa1012

295_2aa.114

85,112,511
s':,4aa_4z1
1 3 . 5 8 2 5 s

t1s,1o1,sz1
14a .2as , los

a : . 1 a s . m
342.2493-a5

s

s

s

s

s

9

El l i l n l i l d  h -
s u v a  b i l h i l l

s z t s u n e  l i d
: sau ce

s

E l i m l i d l l r
S I M M  R a m a n

v z r a ms  mg
u m m

s

Euanum ln
amen hll l l l in

um/u8  l id
amino

2 3 5 0 8 3 9

2 .733230

aoenoo
1no,a7u
4ss.nos
oea,se2

1,767_07r7

331.519
n z , 1 a o

2 .1 n _ n e s
2.942.615
3.465.044

a01,17r
187.407
4 ' r f 4 a 2
s a s 1 s a

1 . 1 s 1 . n n

s

s

s

s

s

s

En v y - ¢ u >
a n n u m- wa n

:fax/anna
08130109

5 :an |u6  n
Snniuuawua

ara11no¢na
088409

s n u n s
97,024,131

119.554
s 91,944,113

25154545
z11saz

s 10044sa40

El iM r l l led h
Si lv lu lb e l lu ln n

a.ra1¢ro0 me
0809108

4aa,11a
35.151538

14.249
as_aos.oss

R a m a n
295.741

as,eno,nao

431,4ns
a4,s.29.4s2

1 3 9 9 7
a4,s14.zsa

861,120
w u s s

aujasr  228

s

s

s

s

Esimli ld ln -»
s n m u b a u n e n

mannuannu
IIUPSDIUU

s

e s u n u u a m .
s m s u n b e u n n

o r a n l u n n a
nsmnfnn

s

s _- ..  1 l9J.?.7F ' l.

saimnaln-
S w d u n m m n

GIIGADBIW
navzulua

1 475,657

14B5.052

142,744
514,587
857.331
a m a s s

140,211
505.479
445,505
819,356

: n u n
s a n s #
m a s s
aaa.sz:

s

s

s

i

Enimnnud nn-
Binliun bllvleul

9I3G1l:l0lnd
1zra11u9

s

s

e » i n u u 4  h ~
s u w u u m - »

l y . \ l I n o l \ 4
1 z r a \ m

s

Es l iml l ld ln -
SOM M DONBOU

9!3lII \ lHlnd
w a n n a

1  M ans

s u e
1,224,441

. 2?=8n47

az,4n
941.110

3 1 p 0 2
»41_17a

m . m ._s_.

: i n

31.982

51,058

nu E-ua In
s-mm hllllln nu  Anna  I l l
1Z131H0011d s - i a m '

wnmua 12818099

s 745,171
35,517,733

1,914922
s 31,214,433

4_416.723
205.741

s 41 annsna

n u n e u v ma n n
S t d u  n - n n Tnhl E»1bnnu4 M
lzmnual ans s ¢ | \ i » -

maumuu 1281/1001

s

s

T a u  s a n d  | »
suwu HMNIOI1 gnu anna-a  h
n ru mu a  - la Slvvlu  Mr

IZRIRGU9 s z m l m o

s

s

s

m m
=4.aw.w»

mu ms
j a n o s
4,410,123

194.255
.-41.225,544

1.028542
w_rso,1sa

z.l=za.144
1U'l,T184lG4

7,914,549
2 1 7 . 9 2

wa a 4 s . a s s s

s

s

s

s

s

s

s

s

71,811
e-41,545

11_.'01
132.200

2,os1,\1a
1 . z r 4 1 a s
4 4 1 1 2

71,514
830.240

11.494
m , z 4 a

z,ns1,s1a
1.1ss.sao
a917 ,998

1 , : 1 l , a l 2
1.mo_4s1

: g n u
2,044.218

w a i l !
l,1a,2a4

. .8

s

a

5

s

s

s

s

A t t a c h m e n t  R C S - 3
D o c k e t  N o .  E ~ D 1 3 4 5 A - 0 8 - 0 17 2
P a g e  1 2 1 o f 1 3 7

2 s , l4 a ,a s7
1 t_ n o a : a s

s.2as.1aa
1M ,T85,3B5

70 ,490898
7o .aaa.wn

z44,a25,us2

27,327158
n n w z n s a

5,asoas5
1ns,ao4,sas

w , 4 m . m s
r s , 1 e 1 a 4 s

251.251,320

35,327,701
w m = s 4 . m

16,521,327
219.233,057
\ s2 .ss1 .oes
a s z s z 1 a s

M

T c h l

Tu l l l

T m

A n u u n y
I U I I J EW G

a w- n u a m.
snnnnbv

uavauzznaamv-
NoAdlllih-
s u mu n n n

n u m u u w
snfnmulm

a n v i l my
121l1M0q1

ElM | \ l¢ | | \ -
sawn hdlvnivl

wanna 14
s f a i m

u m m l 4 4
suv1=»nn»»~1l

m a m m a
88110199

E. l l m| Wl 4 h -
5 l w i l = l B l h n d \

e n m u s m a
0980140

: A n n e m -
sowlu hd\w¢\

sr:0»us»l4
12m/09

T c h l  E l i l l l l l l d  *
S l v l u  a n u s
u m n u u s 1 1 4

f z m u u u e

Tau aumaualn
suviuufluar
1z.rs1nunl Mn

a s s s s 5 s s 11a.:u4
1 ,113176

s

s x x

s i s , s s \
sas.zs \

L u a n n
7.n2.:u71
3,485,144

s s

s44.aa1
s19_os9
u s a p o o
838.523

s s s I

a 5 . s u 1 o 1
163.439,B11

1s.22au00
215358,418
152,531,DlB

n , z2 s , 1 a s
44s 1 1 0 5 4 7

uaarunnuun
aocauu¢ma»»

G e n l r i n n
Hu d a l r S
C i d
O u » r
T Q H G I M I I U U U s

Dirhlbl-HmI

Tell s

14,045,osa
8 2 . 8 5 1 . 9 8

1.404.903
a4,:aoo15a
9cz.42s,n1
1 a . m . s e 1

1g5 500 135 s

20_445_sn2
3,446,719
5,947,992

zsn4o.¢r r2
50 .848585
s s . o 1 s m

1a0,ess,a5s

:4.491.mo
m a n n : 1
13,351.104

114,140,ns
143265988
17,188,110

m , 1 n . w s 6 g 5 m m s

so-spas
95,305,859

117,-s3s
06,105,092

2.288.545
204748

.......ou3_oo.aa s u u a a za

w e

some
1224,447

1275317

1.a10.337
98.028851

2.lN».9U5
99,918,073

7 , m . s a a
: a u - n s

10a_0as470 s

1.zes.szu
1880 .458

251,898
z.so:r.oao s

A r s n s u
P l q t i d l

..s

..s

a



Rusponn SEM21.1

Tool ¢°"1Pl'\Y

Attachment RCS-3
Docket No. E-01345A-08-0172
Page 122 of 137

s s

ancmoa
n m

z1s,za4
152.531
B3,2!2

455,047

GonevlMun
IJ _ .

Other
Tolll

Acc auliuueuon

s

1zn11zno1
n m

1051505
70.491
75,162

251.258 s

04308000
Ttilhl

Ganslslilcn

Other
Tana

s s

s

1:/:1/za01
Tull

108,755
70,491
70,599

244,a2s s

215,353
152,531
78,228

44s,11u

1zra1rzoo1
Dollars no

0°" 'PI" !
maw

1012312008

Es6ll1E!ed In
s=~i¢e by

1m1noos with
No Ad\18l ln-
Sefvlue We!

rm: Ame or
summed 11-
Sew|u9by
1zls1f2ana

Estimated ln-
Service bamBi
12/31/2005 :M

12ra1/200e

Esimanm In-

s~¢vI|=» Allur
1213112009 Tall

s s s s s s

I
Generation

Other
Tami s

so.s:w.9a1
41_5zs,zse
1s,5s4.45a

116,681,739 s

w.o55,ss1
1s,4s2_9ss
55,087,459
1B.625,374 .

67,593,844
544012157
73,881,912

s 205,288,113 s

37,278,432
4.416.723

20s,741
41,900,992 s

732.20s
2,561,918
1,274,198
4,osa_a1a s

105,604,585
7o,4so,asa
75,161,845

2511257,328
I

1zra1lzuo1
Dull!! Acc
Julhdldon

Anus: by
1or2:srznoe

Esumamul In-
Sunrise by

12/31/2098 win
No Adud In-
Semice Dalia

Tclal Adud or
snwua In-
same by
1zra1rzuca

E»1imana kl-
Sulrieehelwuan
12/3112008 Ana

12/31/2009 Tnul

s s s s

Eniluwsa ln-
Selviuo Alllr
12/31/2009

s sGeneration
Dishiulion
CMH
Tctsl s

49,543,455
47,529,89
17,485,583

114,638,347 s

16,754,067
16,482,958
51,743,100
84,980,125 s

66.397,s32
s4,01z.257
59,208,583

199,518,472 s

36,818,504
4,416,723

193,256
41.224583 s

719,249
2,051,918
1,198,830
a.sn,s91 s

108,735,385
70,490,888
70,598,759

244,825,052

Aanalby
1orzar2oos

Eslknalmedln-
s=vd\==»y

1zra1/zuoawuh
NoAMldln-
5efvieeDH\ts

Tnnu Adud or
Ewmmea In-
Sewiee by
12131/200B

Edlna&sd ln-
Selviee hanan
12/31/2600 Ind

128112009

Enigma In-
s w a n  M l ! !
12/31/2909 Tubal

08868801
Dollars nun

Cumlllw

Genenilan s s s s ss s5,a19,15z
92,425,391
19,916,067

s 19a.z32 s1o

30,378,359
so.s4o,sos
52,798,251

144,017,135 s

116,197,521
14a.2ss.sss
a2,1ss,a2a

342,249,745 s

101,716,455
7,914,850

217,982
109,a49 087

1,319,882
1,350,458

z n 8 n
2,948,218 s

21s,23:s,s5s
151,591,004
a3,2a2,1aa

455,047,050

owaluzcus
Dolan Acc
J1n1!dlclI°n

Adult by
1wzsrzcos

zuanmu ln-
s=1~»i==w

12/auzooavnwh
NuAdua||n-
Service nana

T¢14lllAdud¢\f
Elflmilhdlrr
s=~ie»by
1m1nooa

Eslilnlted In-
s¢~i=¢ hdween
12rav2uoa Ind

12/av2oos

Esilmaisd ln-
Sen|il:uAi\ur
1213112009 Tubal

s s s s s

M5

84,809,153
92,425,392
18,774,591

195,500,136 s

29,a40,s12
5o,s4o,5cs
58,985,778

139,566,955

114,140,825
14a225,a97
n,1eo_se9

s 335,167,091. _ - s

99,916,073
7.914,ssa

za4,719
1os.oa5,4n__ s

1,296,520
1,350,458

251,008
2,907.8a5

s 215,353,418
152,531,m5
1s,22s_12s

s 4¢s*110,549 |

Other
Total

Gemelalion
oismnnuuon
Other
Total

...

APS13524
p-a= z dz



ARIZONA CORPORATION COMMISSION
STAFF'S SIXTEENTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-0I345A-08-0172

OCTOBER 21, 2008

Attachment RCS-3
Docket No. E.01345A-08-0172
Page 123 of 137

Staff 16.3 Accumulated Deferred Income Taxes (ADIT). Refer to the response to
Staff 6.65. (a) Please explain hilly and in detail why APS included the
SFAS 112 amount of $3.898 million in rate base for 2007, but excluded
$3.237 of SFAS 112 related ADIT from rate base in 2006. (b) Please
explain fully and in detail the nature of the item "Reg Liab-Pacificorp" in
the amount of $7.872 million and explain why APS included in rate base.
(c) Please explain fully and in detail the nature of the item "Reg Liar-PV
ISFS in the amount of $4.428 million and explain fully why this amount
increased so much over the 2006 amount of $517,000. (d) Please explain
fully and in detail the nature of the following items: Navajo Retiree
Healthcare Costs, Navajo Tail Costs and Amonix in the amounts of $3.646
million, $689,000 and $1 .476 million, respectively. In addition, please
explain fully why there were no amounts for these items in 2006. (e)
Please explain fully and in detail what comprises the item "Other" in the
amount of $8.975 million and explain why this item was not included in
rate base. (D For each test year item listed on Bates APS08878, please
provide the corresponding ACC jurisdictional amount.

Response :
(a) In response to Staff 6.65, ADIT related to SFAS 112 was inadvertently

excluded firm the 12/31/06 column. It is a component of rate base for
both 2007 and 2006.

(b) This is the ADIT on the $20,000,000 regulatory liability included in
rate base related to the 1991 Cholla 4 sale to Pacificorp. The
regulatory liability was created in accordance with Decision No.
57459.

(c) This is the ADIT on the $11,249,000 regulatory liability included in
rate base for spent nuclear fuel. It has increased because the regulatory
liability has increased. Please see Staff 12.52 for further detail.

(d) The ADIT on both the Navajo Retiree Health Care Costs and the
Navajo Tail Costs reflect the deferred income tax impacts of these
deferred credits, which are included in rate base (see Jason La Benz
Direct Workpaper JCL__WP5, page 5 of 8, lines 15 and 16). The
related deferred credits represent APS's share of the settlement
agreement liability between Peabody Western Coal Company and the
Navajo Generating Station (of which APS owns 14%) for the mine
retirees' health care costs and certain post mining reclamation costs.
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Staff 16.3

Response Continued:
There were no related ADIT's at the end of 2006 because these
deferred credits were established during 2007. The ADIT on Arno fix
reflects the deferred income tax impacts of this deferred credit, which
is included in rate base (see Jason La Benz Direct Testimony
Workpaper JCL_WP5, page 5 of 8, line 24), Amonix was a solar
generating technology company, previously funded under the EPS
program. The deferred credit represents payment we received in 2007
for our equity in the company upon its sale. Again, this ADIT did not
exist at the end of 2006 because APS did not receive payment until
2007.

(e) The $9.0 million of "Other" ADIT is excluded from rate base because
the items it relates to are excluded from rate base. The detail of
"Other" ADIT is as follows - asset (liability):

$ 2.5m - Option II benefit obligation net of cash surrender value

2.6m - Vacation pay reserve

2.4m - Sales tax reserve

l.7m - Bad debt reserve

1.3m - Severance pay reserve

(1.5m)- Miscellaneous

(f) Attached as APS13 l64 is the requested schedule.

Witness: Jason La Benz
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increase
(d8Cf€8S2)

RATE BASE
TOTAL COMPANY
s 1981667

31,500

ACC JURIS_
195,151

30.942

3,898
703

3.661
G60

14,949
183,481
14,408

689
743

7,872

14_6s4
172,342
14,153

647
558

7,733

zap
186

1.910
z_o24

11,727

283
183

1545
1,B99

11,004

4.428
137
317

4.320
135
309

ACCOUNT NUMBER
1900000
1900000
1900000
1900000
1900000
1900000

190000012B30000
1900000
1900000
1900000
1900000
1900000
1900000
1900000
1 sooooo
1900000
1900000
1900000
1900000
1900000
1900000
1900000
1900000
1900000
1900000
1900000
1900000
1900000

3,646
659

1 ,476

3,5a1
677

1.450

Include
Induce
Exuuae
Indulge
Induce
Exclude
Enrdude
Induce
Include \ess OC! taxes
mauve
Induce less APIC portion
Induce only amour induced in PSA
Induce
Exclude
Induce less FERC portion
Induce less FERC pgnigfg
Induce
Induce
Induce
Exclude
Induce
Induce
Induce
Exclude
Induce
lhdude
Induce
Exclude

(768,580)
(171,811)
(518,527)
(63,325)

(754,976)
o

(518,372)
(59,480)

(15,844)
(5,522)

(175)
(2,402)

(13,648)
o

(171)
(2,359)

(3,775) (3,775)

AccounT DESCRiPTION
1 ARO
2 Cod Reciamatlon
a Def Comp
4 SFAS 112
5 Injury Reserve
6 medreal Reserve
1 Mark to Market
s Palo Verde Rent
9 Pension Liability

10 Unamortized Gain
11 Slack Compensation
13 Legal Reserves
14 Reg Uab-padncurp
15 Reg Liar-Deferred Gain on Sales of Properly
is Reg Liab-Defened ITC
17 Reg Liar-Delened Income Taxes on ITC
18 Reg Ltah-SFAS 109-Change in lncnine Tax Rates
19 Reg Liab-Deferred Income Taxes in Medicare Subsidy
20 Reg Limb-Detelltd Income Taxes on Pension and Other Pustretiremenl Benetis
21 Reg Limb-Erwiionmentd Portfolio Standard
22 Reg Utah-pv lieFS
23 Reg Ltab-Glen Canyon Detenea Gain
24 Reg Llab-Sundance Maintenance
25 Reg Liar-Other
27 Navajo Retiree Healthcare Costs
is Navajo Tail costs
29 Amonix
30 Other
31 utility Plant

Utility play . Produdidn
Utility Plant - Transmission
fumy Plant _ Distribution
Utility Plant . Wages & Salalles

32 Reg Asset-Competiiion Rules Compliance Charge
33 Reg Asset-Deferred Income Taxes on AFUDC
34 Reg Asse1~Regulalory Treatment al GIAC on the Mead-Phoenix Transmission Li
35 Reg Asset-Decontamination
36 Reg Asset-pv Rem Levelizatiun
37 Reg Asset-Unamonized Loss on Reaquired Debt
ea Reg Asset-Bark Beetle Remediation Costs
39 Reg Asset+Power Supply Adjustor
40 Reg Asset-powu supply Aujustcr Mark to Market
41 Reg Asset-Coa\ Reclamation
42 Reg Asset-Pension and Other Poslreiiremem Benefits
43 RB9 Asset-Transmission Vege1a!ion Management
44 Res Asset-opflun ll
45 Reg Asset-Danand Side Management
46 Inletest on Tax Reserve
47 Trial Deferred Taxes

zazoooo
2820000
zazocoo
2820000
2830000
2030000
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2830000
2B30000
2B30000
2830000
2830000
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2830000
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1 soocoorzasocoo
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(133,120)

(7.049)
(124,917)
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Induce
Include
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Exdude
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Induce
Induce
lr\dl.ld€
Exclude
lfuude
Exclude
Exclude
Induce
Include
Exclude, FERC Jurisdiction
Exduae
Exclude
Exclude

(1 ,2os,sse) s 1,018,730
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Staff 19.8: SEBRP Expense. Refer to the responses to Staff 6.123 and Staff 13.11.
The response to Staff 6.123 indicates that total Company SEBRP expense

is $13 million, but the response to Staff 13.11 indicates total Company
SEBRP expense of $5.345 million. (a) Please explain and reconcile this
discrepancy. Identify, quantify and explain each reconciling item. (b)
Please provide the ACC jurisdictional amount that relates to the $13
million referenced in part a. (c) Please specify which amount for which

APS is requesting recovery.

Response:
a) The $13,000,000 of SEBRP referred to in the response to Staff 6.123

is the total cost of SEBRP, including those portions that are charged to
the other owners of the Company's participant projects, such as Palo
Verde, and the amounts charged to capital projects. The $5,345,000
referred to in the response to Staff 13.11 is only that part of the
$13,000,000 that was charged to APS expense during the Test Year.
Further, upon review, APS noted that the Company inadvertently
transposed two numbers in the total SEBRP amount in Staff 13.11, so
the correct amount of SEBRP in the Test Year is $5,435,000.

b) Of the $13,000,000 in SEBRP costs, only $5,435,000 was charged to
APS O&M in the Test Year. The ACC jurisdictional portion of that
$5,435,000 is $5,105,000 (which was previously and provided in
response to Staff 13.11).

c) APS is seeking expense recovery of the amount of SEBRP chargeable
to APS O&M in the Test Yea which was $5,105,000 (ACC
jurisdictional).

Witness: Jason La Benz
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Staff25.1 Executive Compensation. Refer to the Company's Proxy Statement dated
May 21, 2008 and the table below, which breaks out the components of

Randall K. Edington's "Al1 Other Compensation" of $419,247 plus an

additional $62,321, as noted in the referenced Summary Compensation
Table and the related Footnote 6. (a) For each amount listed in the table,
please indicate by amount and accost, the amounts charged to APS. (b)

For each amount charged to APS from part a, please indicate the ACC

jurisdictional amount.

Description

Car Allowance

RelocationExpenses -

Tax Gross-UpPayment

Forfeited Stock OptionGrants

Annual Incentivefrom Prior Employer

Company40 I K Contribution

Life InsurancePremium

Home Equity, Sales & Maintenance Expenses

Amount

s 9,969

$ 31,958 *

s \2,336

$ 277,576

$ 78,576

s 8,791

s 41

s 419,247

s

s 481,568

62,321

* Apartment Rental Expenses

Rental Car Expenses

Household Goods and Car Transport

Other Travel Expenses

s 7,377

s 13,508

s 9,561

s 1,512

s 31,958

Response: (a) & (b) Please see schedule attached hereto at APS13796.

Witness: Jason La Benz
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Description Total Amount APS Share Acc Jurisdictional

9,969 $ 2

2
13.508

12.336
277.576
78.576

80.775
22 22.461

Car Allowance
Relocation Expense

Apartment Rental Expenses
Rental Car Expense
Household Goods and Car Transport
Other Travel Expense

Tax Gross-Up Payment
Forfeited Stock Option Grants
Annual Incentive from Prior Employer
Company 401 k Contribution
Life Insurance Premiums
Home Equity, Sales & Maintenance Expenses 62.321 17.814

Total $ 481,568 $ 140,136 $ 137.656

APS13796
Page 1 of 1
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Staff26.4 Executive Compensation. Refer to Footnote No. 1 shown on page 29 of
the Company's Proxy Statement dated May 21, 2008, as it relates to the
bonus totaling $266,000 that was received by Randall K. Dodington. (a)
With respect to the hiring bonus of $200,000 received by Mr. Dodington,
please indicate by amount and account, the amount charged to APS. (b)
With respect to the $66,000 cash award received by Mr. Dodington, please
indicate by amount and account, the amount charged to APS. (c) For each
amount specified in parts a and b, please provide the ACC jurisdictional
amount.

Response:
(a) Total hiring bonus -

APS Share (29.1%)
ACC J1ll'isdictioI'la1

$200,000
-$ 58,200 (FERC Account 517)
-$ 57,170

(b) Total cash award
APS Share (29.1%)
ACC Jurisdictional

$ 66,000
-$ 19-206 (FERC Account 517)
-$ 18,866

(c) Please see the responses to parts(a) & (b) .

Witness: Jason La Benz
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Staff 13.8 Injuries and Damages. Refer to the response to Staff 6.103. (a) Explain in
detail why the 2007 test year amount of expense is so much higher than
2006 or 2005. (b) What is the 2008 Injuries and Damages expense through
9/30/08. (c) Did APS change any of its insurance coverage in any manner
that affected Injuries and Damages expense from 2004 through 2008. If
not, explain fully why not. If so, please identify, quantify and explain all
such changes and how each change impacted Injuries and Damages
Expense. (d) Please provide the ACC jm'isdictional amounts for each
amount listed in response to Staff 6.103. (e) Did APS change any
Company policies in any maimer that affected Injuries and Damages
expense from 2004 through 2008. If not, explain fully why not. If so,
please identify, quantify and explain all such changes and how each
change impacted Injuries and Damages Expense.

Response:
(a) The 2007 Test Year expense is higher than 2006 and 2005 because of

an increase in Liability insurance, primarily from Worker's
Compensation and excess Commercial General Liability insurance.
Both increases are due to added customers, more transmission and
distribution facilities and higher wages.

(b) The 2008 Injuries and Damages Expense through September 30, 2008
was $6,666,518.

(c) APS increased the selected insurance deductible for Worker's
Compensation, Property and Director's and Officer's coverage to
reduce the respective policies annual cost or avoid insurer proposed
cost increases. The change to Worker's Compensation deductible
reduced annual insurance premiums by approximately $130,000. This
was effective on 4/15/2005. Increase of the Property and Director's
and Officer's insurance deductibles were made to avoid insurer
proposed increases to the annual cost of liability insurance premiums.
APS increased the Property deductible for Transformers to $5 million
from $2.5 million effective October 15, 2007 and increased the
Director's and Officer's deductibles in 2006 from $1 million to $1.5
million and further increased the deductible to $2.5 million in 2007.

Page 1 off
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Staff 13.8

Response Continued:

(d) The ACC jurisdictional amount for each of the amounts listed in Staff
6.103 are as follows:

YEAR ACCOUNT
ACCOUNT

DESCRIPTION
INJURIES I
DAMAGES

2004
2005
2006
2007

925
925
925
925

Injuries and Damages
Injuries and Damages
Injuries and Damages
Injuries and Damages

$ 11,150,561
6,458,075
7,063,447
9,474,973

(e) APS did not change any Company policies that affected injuries and
damages expense. APS regularly monitors the type, cost, frequency
and severity of losses from injuries and damages and noted that
Company policies continue to adequately mitigate risk exposures and
are consistent with industry best practices.

Witness: Jason La Benz

Page 2 off
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staffzo.3 Post Test Year Plant Additions. Refer to the schedule identified by Bates
APS13187 (revised version of DAK__wpl0) that was provided with the
response to Staff 17.3 and the table below. (a) Please confirm that the

amounts shown under each column for each category (Distribution,
Generation, and Other) are correct. If not, please provide the correct
amounts under each column for each category. (b) Please provide the
ACC jurisdictional amounts under columns A-C for each category listed
below. (c) Please provide the Depreciation and Property Taxes associated
with the amounts in columns A-C for each category (Distribution,
Generation and Other).

Gellcrdiun

Ollie!

Tool

s

s

s

. s ...l._4

£¢i»m4 Esdlukd

Actlil it Service it Service In Service

Ana( nnnxatzsaus Aler

mrzsnuas m num/zona 12mnols Total

(A) (B) (C) (D)

47,529330 s 16,4a2.9ss s 6,478,541 s 70,490,899

50,537,987 S 171055,957 S 38,010,642 S 105,604,586

18.594,453 S 55,087,459 S 1,479,932 S 75,l6!,844

116,661,740 Sl .ss.626,374 s_4s,9s9,2ls s 251,257,329-
IIIIII

Response:
(a) Amounts shown are correct.

(b) The ACC Jurxsdictlonal amounts
Column (A) Column (B)
$47,529,300 $16,482,958
$49,643,465 516,754,067
5177465,584 $51,743,099

Distribution
Generation
Other

are  as  f o l l ow
Column (C)
$6,478,641
$37,337,853
$1,390,085

s:
Column (D)
570,490,899
$103,735,385
$70,598,768

(c) Attached as APSI3764 is the requested schedule.

Witness: Daniel Kearns
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r' 'r- 'r

Actual In-Sewice As
of 10/23/2008 1213112008 E

g I :
L---._.....--...--

Estlmated In-Sewlce
From 10/23/2008 to

Estlmated In-
Sewice After
12/31/2008

Total

'1

i
I

Distribution
Other

Nuclear Production
Steam Prodaction
Other Production

Total Post Test Year Adds

47,529,300
18,594,453
11,805,143
35,498,101
3,234,742

115,881,740

16,482,958
55,087,459
14,697,326

1,191,884
1,158,745

88,826,372

6,478,641
1 ,479,932

824,589
36,207,078

978,875
45,969,215

70,490,899
75,151,844
27,827,158
72,897,063
5,380,383

251,257,327

Annual Dis! Depr
Annual Other Dear

Annual Nuclear Depr
Annual Coal Depr

Annual Other Prod Dear
Total Depraclatlon

1,188,233
2,155,097

330,544
1,341,828

aa,1a0
5.099.482

412,074
6,384,836

411,525
45.053
30,219

7,283,507

161.966
171,524
23,091

1.388.828
25,353

1,750,582

1,762,272
8.711.258

785,150
2.755.509

139,351
14,133,551

Full Cash Value Dist
Full Cash Value Other

Full Cash Value Nuclear
FullCash Value Steam

Full Cash Value Other Prod
T0¢al FCV

46,935,184
17,518,904
4,013,749

12,059,354
1,099,812

s1.sss.004

151276.921
51,895,141
4,997,091

405,241
396.693

73,971,088

6,397,B58
1394,170

280,394
12,310,406

332,818
20,715,445

59,609,763
70,806,215

9,291,234
24,785,001
1,829,323

178,321,538

2010 Assessment Ratio 21.00% 21 .00% 21.00% 21.00%

Assessed Value Dist
Assessed Value Other

Assessed Value Nuclear
Assessed Value Steam

Assessed value Other Prod
Total Assessed Value

9.856.389
3,678,550

842,887
2,534,554

230.961
17,143,351

3,418,153
10,897,980
1,049,389

85,101
83.308

15,533,928

1 ,343.508
292,776

58.883
2,585,185

69,892
4,3501244

14,618,050
14,ass,ac5
1,951,159
5.204.850

384,158
37,027,523

2007 Composite Property Tax Rate 8.68% 8.58% 8.B8°/o 8.68%

Property Taxes Dist
Property Taxes Other

Property Taxes Nuclear
Property Taxes Steam

Property TaxesOther Prod
Total Propety Taxes

855.535
319,298

73.163
220.000

20.041
1,4B8,043

296.696
945,945
91 ,087
7,387
7,231

1,a4a,345

116,617
25,413

5,111
224,394

e,0e7
377,801

1 ,2S8,B47
1 ,29D,656

169,361
451 .781
33,345

3,213,989

APS137B4
Page 1 of 1



ARIZONA CORPORATION COMMISSION
STAFF'S SEVENTEENTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172

OCTOBER 24. 2008

Attachment RCS-3
Docket No. E-01345A-08-0172
Page 134 of 137

Staff 17.9 Property taxes. Refer to lvk. La Benz's property tax workpapers
designated by JCL_WP26. (a) Please confirm that the revised 2008
Assessment Ratio pursuant to House Bill 2784 is 23 percent. (b) Please
indicate how the 2007 composite rate of 8.34% was derived. Show
detailed calculations. (c) Please indicate what the 2008 composite rate is
and how it was derived. Show detailed calculations. (d) Please indicate
how the estimated 2009 State equalization rate was derived. Show
detailed calculations. (e) Please indicate what the 2008 state equalization
is and how it was derived. Show detailed calculations

Response
(a) APS agrees that the 2008 assessment ratio is 23%, see APS13168. Note

the 2009 assessment ratio is 22%, which will be used for the update to the
Property Tax pro forma (see SFR C-2, page 9, column 26) in Rebuttal
Testimony

(b) The 2007 composite rate was derived using the 2007 tax bills provided by
each county. The total property tax paid by APS ($121,862,033) was
divided by APS's total assessed value (1,459,870,125) to determine the
2007 composite rate of 8.34%

(c) The 2008 composite rate will be derived in the same manner as the 2007
composite rate. However, not all of the 2008 tax bills have been received
An update to this rate will be provided once all of the tax bills have been
received and the final 2008 composite rate is calculated

(d) The Arizona Joint Legislative Budget Committee calculated the estimated
2009 (FY 2010) state equalization property tax rate of 34¢ (see HB 2220
Fiscal Analysis attached as APS13169). Laws 2006, Chapter 359 (HB
2876) requires that the state equalization property tax rate is adjusted for
truth-in-taxation during the three year suspension period 2006 through
2008, so that when the rate is re-established in 2009 (FY 2010), it will
reflect the growth in existing property values in the intervening years (see
HB 2876, attached as APS13l70)

(e) The state equalization rate was suspended for 2006, 2007, and 2008 per
Laws 2006, Chapter 354 (HB 2876). Therefore, the 2008 state
equalization rate is zero

Witness: Jason La Benz



ARIZONA CORPORATION COMMISSION
STAFF'S NINETEENTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-0I345A-08-0172

NOVEMBER 10, 2008

Attachment RCS-3
Docket No. E-01345A-08-0172
Page 135 of 137

Staff 19.6: Organizational Redesign Costs. Refer to the response to Staff 12.34(b).
(a) Please provide the ACC jurisdictional amount that relates to the
charges from CRA International totaling $287,l 16. (b) Please provide the
ACC jurisdictional amount that relates to the $24,268 incurred to develop
a formula rate for the FERC jurisdictional customer. (c) Explain why this
FERC cost was not directly assigned to the FERC jurisdiction

Response:
(a) & (b) The ACC-jurisdictional amount of the $287,l 16 is $278,503 and the

ACC-jurisdictional amount of the $24,268 is $24,237. Note that $278,503
referred to in part (a) also includes the $24,237 referred to in part (b).
Since APS already proposed a Rebuttal Testimony pro forma adjustment
in response to Staff 12.34(b) to remove the $24,237 CRA charges, the
remaining ACC-jurisdictional amount of the CRA expenses included in
the Cost of Service is $254,266.

(c) APS inadvertently included the CRA charges related to the development of
a formula rate for a FERC jurisdictional customer in the Cost of Service.
APS agrees that the above stated ACC-jurisdictional amount of $24,237
should not have included in the Company's Cost of Service, which is why
the Company proposed, in response to Staff 12.34, a pro forma adjustment
to remove the CRA expenses.

Witness: Donald Brandt



ARIZONA CORPORATION commlsslon
STAFF'S TWENTY-SIXTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172

DECEMBER 3, 2008

Attachment RCS-3
Docket No. E-01345A-08-0172
Page 136 of 137

StafTI26.2 Gains on S02 Allowances. Refer to the response to Staff4. 12, part d. (a)
Please provide the ACC jurisdictional amounts for the Gains Nom
Disqpositions of Allowances Account411.8, Gain on Disposition of
Property Account 421 .1 and Construction Work in Progress Account 107
for each year 2003-2007.

Response: See attached APS13512.

Witness: Jason LaBenz



Response to Staff 26.2
Attachment RCS-3
Docket No. E-01345A-08-0172
Page 137 of 137

ACC jurisdictional amounts for the Gains on S02 Allowances

Gains on S02 Allowances (Acc Jurisdictional Amounts)

Year

Gains from
Disposition of

Allowances Account
411 .a

$

Gains on
Disposition of

Property
Account 421 .1
5

Construction
Work In

Progress
Account 107

$
Total Gains

$2003
2004
2005
2006
2007

134,048
3,864,103

519,134
6,352,795

331,080

4,522,999

7,488,755

1a4,048
8,387,102

519,134
13,841,550

331,080

al

APS13512
Page 1 of 1



Attachment RCS-4

R14-2-102. Treatment of depreciation
A. The following definitions shall apply in this Section unless the context otherwise requires:

1. "Accumulated depreciation" means the summation of the annual provision for depreciation from the time that
the asset is first devoted to public service.

2. "Cost of removal" means the cost of demolishing, dismantling, removing, tearing down, or abandoning of
physical assets, including the cost of transportation and handling incidental thereto.

3. "Depreciation" means an accounting process which will permit the recovery of the original cost of an asset less
its net salvage over the service life.

4. "Depreciation rate" means the percentage rate applied to the original cost of an asset to yield the annual
provision for depreciation.

5. "Net salvage" means the salvage value of property retired less the cost of removal,
6. "Original cost" means the cost of property at the time it was first devoted to public service.
7. "Property retired" means assets which have been removed, sold, abandoned, destroyed, or which for any cause

have been withdrawn from service and books of account.
8. "Salvage value" means the amount received for assets retired, less any expenses incurred in selling or preparing

the assets for sale; or if retained, the amount at which the material recoverable is chargeable to materials and
supplies, or other appropriate accounts.

9. "Service life" means the period between the date an asset is first devoted to public service and the date of its
retirement from service.

B. A11 public service corporations shall maintain adequate accounts and records related to depreciation practices,
subject to the following:
1. Annual depreciation accruals shall be recorded.
2. A separate reserve for each account or iiinctionad account shall be maintained.
3. The east of depreciable plant adjusted for net salvage shall be distributed in a rational and systemic manner over

the estimated service life of such plant.
4. Public service corporations having less than $250,000 in annual revenue shall not be required to maintain

depreciation records by separate accounts but shall make annual composite accruals to accumulated
depreciation for total depreciable plant.

C. Requests for depreciation rate changes and methods for estimating depreciation rates shall be as follows:
l. If a public service corporation seeks a change in its depreciation rates, it shall submit a request for such as part

of a rate application in accordance with the requirements of R14-2-103 .
2. A public service corporation may propose any reasonable method for estimating service lives, salvage values,

and cost of removal. The method shall be fully described in a request to change depreciation rates.
3. Data arid analyses supporting the change shall be submitted, including engineering data and assessment of the

impact and appropriateness of the change for ratemaking purposes .
4. Changed depreciation rates shall not become effective until the Commission authorizes such changes.

D. Upon the motion of any party or upon its own motion, the Commission may determine that good cause exists for
granting a waiver ham one or more of the requirements of this Section.

Historical Note
Former Section Rl4~2-102 repealed, former Section R14-2-127 renumbered as Section R14-2-102 without change

effective March 2, 1982 (Supp. 82-2). Forward to the rule corrected as filed April 13, 1973 (Supp. 89-1).
Section R14-2-102 repealed, new Section adopted effective

April 9, 1992 (Supp. 92-2). '
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Documentation Related to Customer Complaints

Regarding APS' Implementation of a System Facilities

Charge in 2008



S.:san C8869
Supcrveor
Ruaa!ory Affairs

Tat. Sc:-:sta-:vas
Fu s02-zsa-aces
e-mal: susan.Gasady®lps cum

Max! $¥a1Eon 9893
FO Bax 15999
Phoenix. Arizona a5c72.;=sse

August " I , 2008

Guadalupe Ortiz
Public Utilities Ccmsumcr Analyst
Arizona Corporation Cornmisdon
P00 West Washington Street
Phoenix. AZ 85007

RE : Aluzor~A CORPORATIUN COMMISSION STAFPS FIRST SET OF INFORMAL DATA
REQUEST RICK DHANESIAN COMPLAINT
COMPLAINT Y*-LFMBER 69859

Dear Ms. Quiz;

Enclosed is Arizona Public Service Company's ("APS"`) respond: Io question Staff 1.11 of Staffs First
Sex of Snibrmal Data Requests in Me above mentioned matter. Please note that one or more of these
annchmcnxs is considered customer confidential maxeriad and is being pruvidcd to Staff pursuant to Rule
4..(`. R{4~"-208(A )P`l.r -

M.

I f  cm Ar your staff. have any questions regarding the enclosed information. please contact Jennie Vega at
I60"')250-2038.

Sec<:relv_

.4 >
4 _>8\..

SusanCaddy

>@»~»~C@»>¢@<

Atwciunents

Cc: Eli Abinah
Ernest ]Ohl'isQl'!
Preen ash;
Connie Waiczak

3[.l~'vid



ARIZONA CORPORATION cot»4mIss1or~:
STAFF'S FIRST SET OF iNFORMAL DATA REQUESTS TO

ARIZONA PUBLIC stauvxcs COMPANY.
REGARDING THE MATTER OF RICK OHANESlAN'S COMPLAINT

COMPLAINT NUMBER 69859
AUGUST 15, 2008

sta11r 11u2>t=na! Ll 1 Please provide a list and indicate the number of customer's that
APS has billed a "System Facilities Charge" to.

Response \

Since February28. 2008 when the most recent revisionsto APS'
Schedule 3 (Conditions Governing Exzeazsions of Eleclnc
Distribution Lines and Services) tookeffect. APS has billed 449 *
developers or customers a £otJ of$ l,95.'-1.710 in"System Facilities
Charges". Attached as Aps12s12 is the list al customers who
have been billed the charge.



A :uhsidimy of Pi»mad¢ WestCapital Corporation

Jeffrey B. Guldner
Vi President, Rates &
Regulation
Chief Compliance Ofioer

Tel. 602-250-2952
Fax 602-250-2873
Jefl'.Guldner@aps.eom

Mail Station 8995
PO Box 53999
Phoenix, Arizona 85072-3999

September 9, 2008

Ernest Johnson
Director,Utilities Div ision
Arizona Corporation Commission
1200 W Wasizinngton
Ph»¢¢lr1¢il¢, AZ 85007

Re: APS Line Extension Policy, Schedule 3

Dear Mr. Johnson:

As you low, we have been meeting with Staff recently in an informal e8lort to resolve
several informal consumer complaints regarding APS' implementation of Schedule 3, as
approved in Decision 70185 (February 27, 2008). These complaints involve the interpretation of
how "line and service extension" costs are deteunined by APS. On August 22, 2008 we provided
Staff with a memorandum Mom explained our understanding of how these costs were to be
determined, and our interpretationof the applicable tariff authority to assess such costs.

Based on our subsequent discussions with 312151 we understand there is still a concern
over APS' interpretation of Decision 70185. As you and I discussed, much of these concerns are
timing issues because the proposed Schedule 3 in APS' pending rate case explicitly states how
such backbone infrastrticmne costs and System Facilities Charge are to be calculated. We do
appreciate Sta9"s willingness to discuss how we can resolve these complaints without our
customers having to undergo formal complaint proceedings, or necessitating a tiling that woad
require both Staff and Commission time and resources to pursue, largely in parallel with the
same issue being considered in the rate case.

Accordingly, in an extort to resolve this issue and based on concerns expressed by Stay
we have agreed that APS will stop collecting the System Facilities Charges under Schedule 3 at
this time and retime the amounts, with interest, that have been collected from customers since
February 28, 2008. The specific methodology for collecting System Facilities Charges will then
be clarified and determined in the pending APS rate case. APS will continue to collect all costs
for local distribution facilities asprovided for in Schedde 3.



For your reference I have attached a copy of the drain that would be sent to customers to
ai iect the refund of System Facilities Charges collected by APS af ter February 27, 2008.
Additiosually, APS will attempt to contact line extension applicants who had previously received
quotes that included the System Facilities Charges to inform them that such charges will no
longer be required.

Sincerely,

Jet? Guldner

JG/dst

Cc: Steve Oleo
Elijah Abiunah
Guadalupe Ortiz
Carmen Madrid
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September xx, 2008

CUST NAME
(DBA Name, if applicable)
ADDRESS
CITY STATE ZIP

Re: Refund for System Facilities Charge at (Service Address)

Dear Customer Name:

As you may know, APS' line extension policy, Service Schedule 3, was modified earlier
this year. The modifications provide for the collection of costs of installing local
distribution facilities as well as certain other distribution system-related costs.

In our pending rate case, APS has proposed additional modifications to Service
Schedule 3 that clarify how APS will calculate the system costs for new extensions
through the System Faeilities Charge. Until a determination can be made of how system
costs will be calculated in the pending rate case, APS will not collect a SystemFacilities
Charges for new extension requests. The Company will continue to collect Local
Facilities Charges as provided for in Service Schedule a.

Based on this policy change. APS has reviewed your account to determine whether a
refund of the System Fae lities Charge is warranted. The enclosed check is a refund with
interest of the amount you paid for that portion of your line extension request(s)
executed after February 27, zoos. Although Service Schedule 3 may be clarified or
changed in the pending rate case, such changes would take place in the future and you
will not be reinvoiced at a later date for System Facilities Charges for the specific line
extension request(s) that are the subject of this refund,

No further action is required on your part. If you have any questions regarding this
refund. please do not hesitate to call me at (xxx) xaoc-xxxx. Thank you for giving APS the
opportunity to provide electric service to your project.

Sincerely,
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L'2unsAdv@aus mm

F'icay. August as. 20GB 4 "S PM

From:

Sent:

To:

Cc:

Subject: FW ACC Com ol am ts . - -  G om pi am  Nu 59859  4Aavonate  Ref#  14832  I

Atzaehmentsz system iamizy charge expfanatscnodf: Labor.paf Ma&enal.pdf

This email :S to provide you with me spec:tic details for _ This Information aS
being crowded to the ACC with the understanding this would fail into our competitive
confidenbai infomuatncr and cannot be shared with the customer. Please let me know Rf you
have any questions regarding confidentiality.

Background
lsistoncaity, Arizona P..olic Service Company s ("APS of ~Company"\ line extension policy as
described :n the Arizona Corporation Commission l* 'ACL or 'Commissicn w approved Service
Schedule 1. has provided for tree line extensions based on a footage allowance or based on
the 'results of an economic feasibility zest. In Decision No. 696-33. dated June 28. 2007. the
Cctumesi-an approved a modification 'o Schedule 3 that ctzangeo the method used to
administer Zone exiencns £;>r szrlgie-family residential projects and residential subdivision
developments to one that was cased on a specified dollar allowance in lieu of being based on
footage or economic feasibility analyses The extension policy provisions applicable to general
sez*-r~.cecustomers :Vere unchanged and continued to be cased on a test of economic
feasibility Decision No 6963. also ordered APS to file for Commission approval a revised
extension cclicy that We=Jld eliminate all dollar allowances and tests tor economic feasibility.
Given APS unprecedented growth and rapidly increasing infrastructure costs. the Commission
lei' ~2 appropriate *Hal 'Ne new infrastructure cost burden should be shifted from the existing
cL.etomer ease to new growth customers APS filed \ts revised version of Schedule 3. whizz
was approved by :he Commission in Dec=sion No. ict85 :W February 2008

Schedule 3
Schedule 3 was reviser' .1:1SlJf€ that gr'>wth customers contribute costs sufficient to Fund :he
exterlsron of service as determines by the Company including backbone infrastructure costs,
APS evaiuatea several artemalive methods of determining Now the growth costs could be
collected from customers on an equrlable basis and chose a method similar to the methods
usafl by water utilities and mumcnparities ro fund :nfrasiructure development.

Growth costs were divided into two categories, local facilities and system facilities. As will be
-:escrmed In more detail below local facilities are site specific. wnrcn car. provide service ro
one Cr more customers while system faculties are facilities that support service to large
umbers of customers For water-service utilities. the local facilities include the local mains

:hat are frlstalleC within a subcivistcn ans the laterals that tie customers to the local mains.
System facilities are large. backbone mains, pumpfoooster stations. treatment facilities. and
wells Installed by the customer orIn mast instances. the .oral facilities are directly paid for or
developer seeking service and reflect the actual costs of :Ne local facahhes. Backbone or

s I 'I "\n'l¢\{J



*' *L =.~*11w::.a;:1L 12323181298 N

stem iac;II8les are I
used GO We gaze

apically pay higher

fluently funded thrf:.»ugh hook-up or connestuon fees that are *hanged
meter or sennce ume required to serve Me customer. Large custGn

Local Faci l i t ies Charge
The Local Facilities Charge recovers the cost of local facilities. In the context of the application

PS' Service Sctteduie 3 local facilities are the electrical oistributicrt facilities constructed
solely to serve an rndividuai customer group of customers For example. the local facilities
to serve a residential suodrvisicn auld consist'of the primary line extension required to tie the
subdivision to the PPS oistrsbuuor svstem as well as the electrical facilities constructed within
the subdiv ision including transformers. service lines, and meters. Local facilities do not mud
elder ties capacitor banks needed for system requirements nor investments that provide for
future growth rasranted. the Local Facilities Charge will also include the cost of relocation
or removal cf existing facilities required to meet the customers request for service. Costs
recovered through the Local Facilities Charge depend upon the equrprrent and facilities
needing to oh snstalleCl tr provide service based on the customers specific service
requirements and are based on cost estimates developed through APS computer based cost
astimaung system

CCFIQIV!

swat-em

ouzion engineer Ar customer Sen/:ce representailve. will prepare a design the: stasis the
ion Iabof and roatenais required to sen/e the customer and the cost estimannq
develops a protect cost that inciuces typlcat construction and general -:yerheads such

s errgmeerirzg casts wvarenousxrag casts. arid transportation coins

System Faci l i t ies Chart
System Facilities are those Facilities installed by the Company such as new substations. new

res ardor upgrades nd other eouipmerlt installations required to support the
¢_,€'1F"2p3i';y fs aggregate ad servired and voltage regulation requirements as a result of new

system Fae:lities t SFC`) payable by a customer is based on the size at
Ne :ser 8":C€' -bxze i SES l required by the customer and the delivery voltage T.h4s is

-3Gt:lv'='er\t 'o the meter size used by water-service utilities. The SFC was developed based on
31101 fear rolllnc: average of the investment made by APS in distribution

rldn ons and IMDr~3\ ernenls_ exclusive of extensions made to customers. "Grid health
investments sash as 'like-for-like" ordinary replacements, cable replacements. reliability

costs. etc. were also excluded. The 3 year average capital
expenditures, mall.-ding overhead loads was compared to the allocated peak load serving
requiem ts for residential and ron-residential customers and a base line cost was
established. For typical residential customers served at 1201240 V. single phase. a 280
Ampere SES was selected as me base line. For non-residential customers. a 1:30-xvA base
r.e was selected. Multipliers of these ease-lines were used to determine the SFC for service

requests for other sizes at

§)f'§.'1¢8'CIS. swf

Breakgigwn i n Charge; LFC
me Local i-acultv 4 large Breaxdovm attachments induce :we sections. labor and rruateeial
'v= nrngfgm APS uses to provide costs estlrnates is a live system, meaning the prices of

malerxel change as aentory is added and costs are 1 updated. APS freezes the costs
associated with a prejecz once an estimate is Drov4ded to the customer I have attached the

tie customer would pay today for this project, vvrrich is Sllghtty higher. then the poor
$1€:r1l=8I&
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The -arrachec document labeled as Materials" snow the cost of material only -s*.4.s49 001 Ana
she ioacled costs' {$1i8_842.5'l 1 winch Include costs that are not reccverea in the Mtonstructlon
abet' such as engirmeersrsg or suweylng.

**.e attached document zabeied as 'Laban" show :Ne cos: of the actual :amok for the specar8c
1;-i; .vhxch IS $3.703.68.

As you recall in a prior mai» i advised the labor costs were S? 308.86 Ana the material wets
.Vere $14,649 .}0 whlc* efxualed 322,457.00 for the LFC.

Uszrlg today's prices to provide an example of now that iguve was calculated, we would take
the "unloaded material cost of 514,682 98 from the current total of 522.646.19 which equals
$7 963 21

Brgakdqwn.in Cha;ges_SFC:
APS has gzrowdea the re=ezhodo!agv in the pficsng for the System s Faciiizy Charge. I have also
attached Me figures. which support the three-year average ana document cared System
Facaisty Charge Exslarwation. Based en me 800 AMP 27?/486 'SESI the SFC ff this customer
we-Jid be 523.617 UG.

J .system »I`1C.llT\' cherga -_vUl8p3I»Gf\84f> --*'-8ocs.pd'==.'*- <~'Materzaz r,»< .»

: ancrecsare me ODQ'3fZLi1iT'{ la provence thos information.
me 5"FlOW.

of you have any Guesusns. please let

T?1.a:v<s

Mcwsumen Advocate

l!~J <2 f'e5=l_.m&l' Advoca' ;. Ref #. 14882» On 7'2/2068 wro*le8 .

to

¢"cr': a:m g:vv}
Sent. Tuesday. July 08. 2008 5.26 PM
To' Consumer Advocate. (ConsAdvl
f8ubjec:. ACC C-Jmplasms Complaint \in 89358

Please sea the atta ed ccmpiaiM It :s Ir: PDF fofmaz,

-- -- ---- -------- -- ---~ -------.-- -----------' This footnote confirms :not
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Attachment RCS-6

Revenue vs. CIAC Analysis
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1. STAFF CONCLUSIONS ANDRECOMMEN1>ATlONS

Stalls significant conclusions, recommendations, and bases for such recommendations
regarding the accounting and rate treatment to be afforded incremental receipts expected to be
collected by Arizona Public Service Company ("APS" or "Company") as a result of eliminating
the free footage allowance for distribution line extensions ordered by Arizona Corporation
Commission ("ACC" or "Cornrnission") Decision No. 69663 are summarized as follows:

Al l  fees received pursuant to el iminat ion of  the f ree footage al lowance for
distribution line extensions should be considered to be Contributions in Ai d  o f
Construction ("C1AC"). Pursuant to the Federal Energy Regulatory Comnlission's
prescribed Uniform System of  Accounts General Plant  Instruct ion, such
contributions should be credited to the plant accounts to which construction costs
incurred by APS were charged when extending distribution lines to serve new
customers. APS' proposal to record incremental fees expected to be collected
pursuant to el iminating the &ee footage al lowance as Miscellaneous Serv ice
Revenues should be rejected.

Commissioner Mayes has raised questions of how the two methodologies being
considered for recording Schedule 3 fees will 1) better provide benefits to customers
over the short and long run and 2) better mitigate fuMe rate relief Staff submits
that both accounting/rate proposals will provide benefits to existing ratepayers over
the short and long run and will also mitigate to some extent future rate relief
required.

It is reasonable to use a present value analysis both to measure benefits to alstomers
over the long and short run and to evaluate the ability to mitigate future rate relief
As a general proposition, the extent or degree to which one methodology will appear
to result in more present value savings to customers depends to a significant extent
upon the discount rate emulployed to calculate the revenue requirement stream under
the two di8lerent approaches.

Discounting the revenue requirement streams under the two methodologies using the
Company's before-tax cost of capital (12.07%) yields a slightly lower net present
value of revenue requirements under the revenue methodology. Utilizing a lower
discount rate, such as APS uses for resource planningpurposes (8.0%), indicates that
the CIAC methodology results in a lower net present value of revenue requirement
streams. Under the CIAC methodology, customers receive more nominal dollars of
revenue requirement savings from the Schedule 3 fees, though they must wait longer
to receive such additional nominal dollar savings. That is why under a present value
analysis, a higher assumed discount rate tends to show that the revenuemethodology
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is better for ratepayers, while a lower assumed discount rate will tend to show that
the CIAC methodology is more advantageous for ratepayers

Since a net present value comparison of benef its to ratepayers under the two
proposals is inconclusive, Staff relies instead upon other practical and conceptual
considerations for its proposal to recommend the CIAC methodology over the
revenue methodology for recording incremental Schedule 3 fees

If  this Commission were to permit APS to record the amounts expected to be
collected to cover the cost of line extensions as revenues (over the recommendations
of Staff to record such fees as CIAC), the amounts that APS initially collects under
Schedule 3 should be deferred until APS Files its next rate case, at which the the
deferred Schedule 3 revenues should be credited in the development of APS' retail
cost of service. APS argues in support of its revenue accounting proposal for the
Schedule 3 fees that such methodology is most advantageous to ratepayers. The only
way this APS conclusion could reasonably be considered correct is i f  retai l
ratepayers are credited for all Schedule 3 revenues received from inception of the
Schedule 3 revision

OVERVIEW AND HISTORY OF EVENTS LEADING TO ELIMINATION OF
FREE FOOTAGE ALLOWANCE

Prior to the issuance of Decision No. 69663, new customers were provided free footage
and/or distribution line extension construction cost allowances. Footage and/or costs in excess of
prescribed "free allowance" parameters resulted in new customers paying potentially reiimdable
advances" and/or agreeing to pay special "facilities charges" calculated pmnrsuant to an APS

Economic Feasibility Study. Within Decision No. 69663 issued within Docket No. E-01345A
05-0816 et ad, APS was ordered to file "revised line extension tariffs that eliminate any free
footage or free allowance and remove any requirement for _economic feasibility analysis as
otherwise required pursuant to A.A.C. R14-22207.C.l and C.2"" The basis for this required tariff
change is found at page 97 of Decision No. 69663 that states, in relevant part

[Wye find that, in view of the unprecedented growth in APS' .veriee territory
granting APS variances to A.A.C. R14-2-207.C.1 and C2, which require a
company to provide a spiffied footage of distribution line at no charge
necessary and appropriate measure to she/i the burden of rising distribution

astmeture costs' awayjrom the current customer base to growth

In a presentvalue analysis, theadditional nonnainaldollars of fimnue years savings are discounted back to am've at
their value stated in zodayiv dollars. The higher the discount rateused to discount futurenominal dollars of savings
under theCLKC methodology,the lower thepresent value of such fUgue revenuerequirement savings

As FURTHERORDERED foundon page 156 ofDeeision No. 69663
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It is important to note three items surrounding this required tariff change. First, no party
had advocated this change in profiled testimony or exh.ibits.3 This tarif f  change is being
implemented pursuant to this Commission's own initiative. If  any party had made such a
proposal to eliminate the free footage allowance along with a concurrent proposal to treat
incranental receipts from charging the cost of  al l distribution line extensions as revenues, that
party undoubtedly would have, and most certainly should have, undertaken a calculation and
proposed an adj vestment to APS' retail cost of service to reflect the impact of such change upon
APS' base rate revenue requirements.

Second, the incremental fees to be collected under the revised Schedule 3 are
indisputably and unequivocally tied to the distribution plant construction cost required to be
incurred to serve new retail customers. Thus, from StatE's perspective, it is intuitive that the
intent of el iminating the free footage allowance is to defray the signif icant 'incremental
investment in distribution plant that APS is specifically incurring to serve new retail customers.

Third, this tariff change is predicted by APS to significantly increase fees to be collected
pursuant to Schedule 3. Speeiiicaliy, withihlEXh'ibit'D affixed to Mr. Thomas Mun aw's letter to
this Commission dated Deceznba 20, 2007 (hereinafter referred to as "APS' December 20"'
letter"), APS predicts that it will receive incremental Schedule 3 l'me extension fees as follows:

Year
2008
2009
2010

Amount
$50 million
117 million
159 191 million

These are either revenues or fimds to onset current eon.sm¢ction costs - depending upon
which accounting/rate treatment this Commission authorizes .- that were never considered in any
fashion within the development of the retail cost of service underlying the base rates authorize
within Decision No. 69663.

111. possiBLE ACCOUNTING AND RATE TREATMENTS TO AFFORD
SCHEDULE 3 RECEIPTS EXPECTED TO BE COLLECTED TO CONSTRUCT
DISTRIBUTION LINE EXTENSIONS TO SERVE NEW CUSTOMERS

Staff has identified three possible accounting and rate treatments that could be afforded
the Schedule 3 receipts anticipated to be collected to cover ANS' costs to construct distribution
line extensions to serve new retail customers - all of which have already been addressed in some
fashion in various documents f iled in Docket No. E-01345A-05-0816 et al since Decision No.
69633 was issued.

3 APS proposed, and the Utilities Division StaN' did not oppose, a construction cost linriitation for new line
extensions concurrent with the elimination of the free footage allowance. However, no party proposed complete
elimination of all line extension cost limitations and tice footage allowances that was ultimately ordered by this
Commission.
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any retail growth in APS' service territory,

First, as APS proposes, the fees could be recorded as Miscellaneous Service Revenues
Under such accounting/rate treatment, the fees would be considered and recorded as operating
revenues available to cover, in part, APS' cost of serving retail customers. As long as there is

it can be expected that some amount of Miscellaneous
Service Revenues in the form of Schedule 3 receipts would be available to consider within the
cost of service employed to develop rail base rates

Second, as Staff proposes, the fees could be treated as CIAC. Under the CMC approach,
Schedule 3 fees are ultimately recorded as a reduction to plant in service. The reduction in plant
in service. in tum. results in a reduction to the retail cost of service in the form of a reduced
return requirement, reduced depreciation expense and reduced property tax expense

Third, the fees couldbe treated as cost-free capital in the development of the Company's
overall weighted cost of capital. This approach is similar, though certainly not identical, to the
CIAC approach. Under this approach, a balance sheet account for Cost-Free Contributed Capital
would be established. Its balance would be included in the development of the Company's
overall cost of capital along with the more traditional long term sources of capital such as
common equity, preferred stock and long term debt

The advantages and disadvantages of the three alternatives for the three ditfmem methods
of treating the incremental Schedule 3 fees are discussedbelow

Recording Schedule fees as Mzlvcellaneous Revenues

Advantages 011 and arguments for, recording the Schedule 3 fees as Miscellaneous
Revenues include

[abase rates recently established pursuant to Decision No. 69663 are not immediately
revised downward for the estimated impact of the Schedule 3 change, for some
indeterminate period of time, APS mill enjoy unanticipated earnings and cash flow
The increased earnings and cash flow will, no doubt., boost the interest coverage
ratios and cash flow metrics that credit rating agencies review when analyzing the
credit worthiness of APS' and PWCC's debt instruments. Better credit ratings
boosted by the unanticipated windfall resulting from the Schedule 3 revenues could
in turn, reduce APS'/PWCC's borrowing costs. Further, the increased earnings
could resul t in the delay '6t"Aps f i l ing 'another retail rate case, although it is
impossible to quanti fy how much of  a delay, i f  any, would be attributable to
allowing APS to retain the unanticipated earnings resulting ham the Schedule 3
changes. If rates were not concurrently reduced for anticipated incremental Schedule
3 fees, most of the short team benefits noted herein would ensure to the advantage of
APS/PWCC shareholders. For reasons discussed below, Staff is recommending that
APS not be allowed to retain for its shareholders incremental Schedule 3 fees
received up until the time of APS' next retail rate case
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Current or "existing" ratepayers will initially receive the largest revenue requiremait
savings under the revenue proposal, as long as appropriate regulatory treatment is
adopted. Stat? proposes that, gr APS' methodology for recording such fees as
revenues were adopted, APS should be ordered to defer such revenues in a
regulatory liability account until APS' next rate case wherein such deferred revenues
would be credited to APS' retail cost of service. If the incremental Schedule 3 fees
are deferred for future crediting to APS' retail cost of service, most of the APS
shareholder and credit metrics benefits listed in the first point described above would
be eliminated. However, if Schedule 3 fees are initially deferred until APS' net retail
rate case (as Staff recommends if the fees are to be recorded as revenues), current or
"existing" ratepayers can expect that the otherwise-calculated retail  revenue
requirement developed in APS' next retail rate case will be fairly signif icantly
reduced. The credit amortization of Schedule 3 revenues deferred would be in
addition to, or above and beyond, the revenue requirement savings that would result
liter considering an ongoing level of Schedule 3 revenues in the cost of service
determination As APS notes, the rewmue requirement savings under the revenue
methodology is initially quite significant inasmuch the Schedule 3 revenues would
result in nearly a dollar-for-dollar reduction in the otherwise-calculated retail
revenue requirement.

Disadvantages of recording the Schedule 3 fees as "revenues" 'mcludez

If  the ACC were to al low APS to retain the windfall  derived f rom recognizing
Schedule 3 fees as revenues without concurrently requiring the incremental receipts
to be deferred until APS' next retail rate case (over the recommendations of Staff),
the noted "advantage" of a boost to earnings, cash flow and coverage ratios cited as
an "Advantage" above, can be expected to be a short-lived, one-time event. Within
APS' next retail rate filing, an "ongoing" level of Schedule 3 "revenues" wil l  be
considered and included wi thin retai l  cost of  serv ice revenue requirement
development Once an ongoing level of Schedule 3 revenues are considered within
the cost of service development underlying base rates, the one-time boost to earnings
predicted for the next two-to-three years wit) cease to occur.

o The amount of Schedule 3 fees to be collected can be expected to be volatile and
difficult to estimate for cost of service development. Indeed, APS has estimated the
range to be collected over the next three years to be between $50 and $159 million
per year. In future rate proceedings, the Commission wil l have to select the
"ongoing" level of Schedule 3 revenues that it chooses to accept as a basis for
reducing existing base rates. Inability to accurately predict the amount of Schedule 3
receipts will likely contribute to volatility in APS' earnings as "actual" revenues
received could deviate significantly from rate-case~predi cared receipt levels.

While initially reducing rates faster and more sign#ieantly than other alternatives
under consideration, eventually a cross-over point will be reached such that
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recording the Schedule 3 fees as CIAC - or a reduction to plant in service - results in
a lower revenue requirement for retail ratepayers. From that point forward, it is
likely that recording the Schedtde 3 fees as a reduction to plant (i.e, as CIAC) will
result in a lower revenue requirement than recording the fees as revenues.

Stag Proposal of Treating the Incher enrage Schedule 3 Fees as CIA C

Arguments supporting Stallf's proposal for treating the incremental Schedule 3 receipts as
CIAC, which ultimately reduce net plant in service, include the following:

• The amount of Schedule 3 "fees" to be collected is tied exactly to expected costs to
construct distribution lines to serve new customers. Thus, Hom
perspective, it is most appropriate to consider such receipts as reductions in plant
investment rather than an ongoing stream of revenues available to meet any
corporate purpose or reduce overall retail revenue requirements.

a conceptual

APS should immediately and over the long Mn experience less earnings attrition than
it otherwise would absent the significant Schedule 3 tariff modification. This result
should occur because APS' incremental investment needed to serve each new
customer will be significantly reduced.

Retail ratepayers will receive a reduced revenue requirement over the life of the plant
that facilitated the collection of the fees. Thus, under the CIAC proposal, there is
better matching of costs and benefits than exists with the revenue approach.

• Recording incremental Schedule 3 receipts as CIAC will result in much less rate case
controversy and earnings volatility than the proposal to record such receipts as
revenues.

Disadvantages of the CIAC approach - which largely mirror the advantages of the
revenue approach, include:

The savings impact to "existing" ratepayers is much slower to be realized than under
the revenue approach. WlJli le retail ratepayers will begin to realize revenue
requirement savings under the CIAC approach in APS' next retail late case, such
savings will initially be much smaller than under the revenue approach.

The possible delay in APS' fnlinganother base rate case is reduced It is much less
l ikely that APS' next rate case wi l l  be signif icantly delayed under the CIAC
approach.

8.

Any short~lived, one-time signif icant boost to earnings, cash f low and interest
coverage ratios that would occur if the Schedxde 3 fees were recorded as revenues
(that would occur if Schedule 3 fees are nor deferred as proposed by StaE) would not
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material ize under the CIAC approach, or certainly would be De rninimus in
relationship to APS' revenue approach.

Treating Schedule 3 Fees as Cost-Free Capital

Another accounting/rate approach that could be implemented would be to treat all
Schedule 3 receipts as a cost-ee source of hods 'm the development of the overall weighted cost
of capital. This approach is very similar to the CIAC methodology, but with three distinct
disadvantages. First, under the CIAC approach wherein plant is reduced, there would be mi
attendant savings in the form of reduced depreciation expense that would not materialize under
the "cost-free capital" approach. Second, the reduction in recorded plant in service under the
CIAC approach would also be expected to result in some amount of reduced property tax
expense inasmuch as property taxes are influenced by the recorded book value of plant in
service. If the Schedule 3 fees were recorded as cost-free capital rather thmr a reduction to
recorded plant in service, the reducion in expected property tax expense would be forfeited.

Third, if the cost-free iimds were considered in the development of the weighted overall
cost of capital, revenue requirement savings for retail customers would be diluted. This dilution
would occur because the cost-free funds provided exclusively by retail ratepayers would be
considered in a total-APS capital structure that would also be supporting non-jurisdictional
investments and possibly other investments that would not typical ly be aHlorded retai l
jurisdictional rate base recognition. We have affixed to this Staff Report as Exhibit No. l  a
schedule that demonstrates bow treating the Schedule 3 fees as "cost-free capital" rather than
CIAC/reduction to plant in service results in a higher revenue requirement - even before
considering and quantzjving additional savings in the form of reduced depreciation expense and
properly tax expanse. Again, the increase in the revenue requirement under the "cost~£ree
Capital" approach occurs as a result of the fact that the benefits or savings from the "cost-free"
funds being submitted exclusively by retail ratepayers would be indirectly a.l.located to non-retd1-
rate base invesunents (i.e., CWIP, wholesale rate base, non-utility investments, disallowed rate
base items, etc.) undo the cost-iree capital approach.

Staff is also aware of Commissioner Pierce's December 10, 2007-dated letter wherein the
Commissioner appears to be questioning whether it might be better for ratepayers if the Schedule
3 iimds were considered as "revenues" (as APS has proposed) and again as "cost 8'ee" or "low
cost" times in the capital structure. Staff does not believe that it would be equitable to reflect the
fees once as "revenues" in cost of service development and again as cost-ree capital in the
capital structure (or CIAC for that matter). Lathe Schedule 3 fees were to be reflected as revenues
within the development of the cost of service they would be considered to be offsetting annual
expenses or annual return requirements within a given annual reporting period, or more
specifically, within a given test year. In elect, the "value" of one year's worth of Schedule 3
fees would be utilized to offset one year's worth of other operating expenses or one year's worth
of return requirements. As the full value of a given year's worth of Schedule 3 fees under the
revenue approach would have effectively been "used up," it would be inappropriate to again use
these same Schedule 3 fees as cost free/low cost capital or as CIAC/reducing rate base. I n

c.
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summary, utilizing the Schedule 3 fees in both areas of cost of service development would result
in a "double dip" to APS' shareholders, and therefore,Staff cannot endorse such approach

W. SHORT- AND LONG-TERM IMPACT TO CUSTOMERS OF EMPLOYING THE
CIAC VERSUS REVENUE APPROACH

Clearly, over the short run, treating the Schedule 3 receipts as revenues M11 result in
more significant reductions to retail base rates than the CI.AC treatment. As the Company notes
the revenue approach yields a dollar~for-dollar rate impact that results in a faster and initially
more signif icant impact to ratepayers in the early years following implementation of  the
Schedule 3 change. The CIAC approach initially results in a much smaller impact to retail rates
This result occurs because, under the CIAC approach, the Schedule 3 fees would be used to
reduce rate base, which reduces the utility's return requirement by only a fraction of what occurs
under the revenue approach. Importantly, over the life of the plant that generated the collection
of the Schedule 3 fees, the total revenue requirement reduction under the CIAC methodology is
greater in nominal dollars than under the revenue approach

However, on a present value basis, whether or not the CIAC or revenue approach is more
economic for ratepayers is largely dependent upon the interest rate employed to discount future
revenue requirement streams estimated under each approach. Under the CIAC approach
revenue requirement savings for ratepayers resulting firm the Schedule 3 receipts are slower to
be realized than under the revenue approach. Holding all else constant, if those "future revenue
requirement savings" resulting Hom the CIAC approach are discounted using a high discount
rate, the CMC approach would appear to be less economic to ratepayers on a present value basis
Conversely, if future revenue requirement savings under the CMC approach are discounted
using a relatively low discount rate, the CMC approach wil l  appear more economic for
ratepayers

Affixed to this Staff Report as Exhibit No. 2 is a printout of an analysis undertaken by
APS regarding the net present value of 30 years of revenue requirements to ratepayer for a single
vintage of Schedule 3 receipts, The analysis calculates the nominal revenue requirement under
the CIAC and revenue approaches, ad then discounts such revenue requirement streams to
arrive at the net present value of revenue requirements under each approach. In the analysis APS
assumed that $1,000 of incrernentad Schedule 3 receipts were collected to cover the cost of a line
extension that has an expected life of 30 years. The key conclusions of the APS analysis are
summarized as follows

Over the 30-year life of the line extension which facilitated the $1,000 Schedule 3
receipt, revenue requirements stated in nominal dollars is $1,346 less under the
CIAC approach than under the revenue approach

When the nominal revenue reqLulrernents under the two approaches are discounted
utilizing the Compaliy'é before-tax cost of capital (i.e., I 2.07%}, the net present
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value of revenue requirements is $100 less employing the revenue approach than
occurs employing the CIAC approach

When the nominal revenue requirements are discounted utilizing an 8.0% interest
rate (a rate that APS purports to frequently use for planning purposes), the net
present value of revenue requirements is $125 less employing the CIAC approach
than what occurs under the revenue approach

In support of its revenue approach, APS claims in its December 20th letter to dlis
Commission that

There is simply no question that APS' proposed revenue treatment renders benefits
to both customers and APS compared to CIAC in both the short term and for many
years to come

Revenue treatment is advantageous to APS customers during every year of a 10-year
analysis, producing a present value benefit of some $380 to $440 million, depending
on the discountrate used and assuming Schedule3 fees of $100 million annually

Within a 30-year analysis, there is eventually a cross-over point wherein CIAC
treatment becomes more advantageous than the revenue approach, but on a net
present value basis, the revenue approach yields savings over the CIAC approach of
$250 to $300 million

Staff takes exception to the assumptions employed by APS within its various multi
generational analyses, and do to APS' conclusion that there is "simply no question that ANS's
proposed revenue treatment renders benefits to both customers and APS compared to CIAC in
both the short term and for many years to come

nutshell, APS' 10-year and 30-year multi-vintage NPV analyses inappropriately and
unfairly calculate revenue requirement savings under the revenue approach over a different
period than is calculated under the CIAC approach. As described above, Staff submits that for a
given vintage of Schedule 3 fees received, the net present value of revenue requirement savings
to ratepayers is approximately equal over the life of the plant that generated the fees under both
the revenue and CIAC approaches. Ignoring other considerations, with the net preset value
savings approximately equal under either approach, ratepayers should be indifferent as to which
approach is adopted.

Middle of page 4 of December 20, 2007-dated letter from Thomas Mum aw to the ACC
Last paragraph on page 5 of December 20. 2007-dated letter iiorn Thomas Murrow to mc ACC
Last paragraph on page 5 ofDecennber 20, 2007-dated letter f romThomas Mmnaw to the ACC
Stai1` submits that there are other considerations beyond the NPV analysis that strongly favor treating the Schedule

3 fees as CIAC, But Hom strict ly a NPV analysis, ratepayers should be relatively indifferent as to which approach is
adopted
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Within the 10-year analysis underlying APS' claim that ratepayers will realize $380
440 million of net present value revenue requirement savings under the revenue approach, APS
has calculated the revenue requirement savings resulting from Schedule 3 fee "revenues" for 10
years. For Schedule 3 fees received in year 10 of the 10-year analysis, the revenue requirement
savings under the CIAC approach have only been calculated for one year. As is always the case
savings under the CIAC approach ensure to ratepayers over the life of the plant that generate the
Schedule 3 fee. Therefore, with a 30-year plant life, as is assumed within APS' modeling
exercise, for the tenth year or vintage of Schedule 3 receipts, the revenue requirement savings
under the CIAC approach have only been quantified and considered for one of the 30 years in
which revenue requirement savings under the CIAC approach are expected

APS' mismatched analysis is graphically shown on the chart below. Within APS' ten
year NPV analysis the Company discounts the revenue requirement streams under the revenue
and CIAC approach for only the first ten years. However, the Schedule 3 receipts received within
an initial ten year period will generate CIAC revenue requirement savings for 40 years in total
In short and in sum, APS' 10-year NPV study mixes "apples and oranges" as it fails to consider
and calculate savings under the CIAC approach for years 11 through 40 that would occur as a
result of Schedule 3 fees received `m years one through ten

Similarly, in its 30-year analysis, APS again inappropriately cuts off its quantification of
the net present value of revenue requirement savings under the CIAC approach at the end of 30
years rather than at the end of 60 years as should have appropriately been undertaken. By
calculating all the early-years' revenue requirement savings resulting from the revenue approach,
but ignoring subsequent years' related revenue requirement savings under the CIAC approach
(Le beyond 10 and 30 years within APS' 10- and 30-year NPV studies, respectively), APS
again creates a significant "mismatch" that results in a bias that erroneously indicates that the
revenue approach will forever be beneficial to ratepayers



Arizona Public Service Company
Docket Nos. E-01345A~05-08]6 et al
Page l l

If  APS is permitted to record and retain for i ts shareholders M of  the incremental
Schedule 3 fees it begins to collect, i t is possible that the timing of  APS' next base rate
application will be delayed beyond that which would occur under the CIAC approach. It is
impossible for Staff to quantify t11e likelihood or length of any possible delay, but Staff would
acknowledge that ratepayers may experience a benefit in the form of a delayed base rate increase
if the revenue approach is adopted. However, Staff does not envision savings to ratepayers
resulting from the possible delay in the timing of APS' next rate filing to approach the savings
that ratepayers would realize if the Schedule 3 "revenues" were to be deferred until APS' next
rate case which is Staff's recommendation zAPS were permitted to consider such Schedule 3
receipts as "revenues

In short and in summary, Staff continues to madntdn that, on a net present value basis
the impact to ratepayers under the revenue or CIAC approach is approximately the same
Accordingly, Staff takes strong exceptions to APS' claimed net present value analyses and
ultimately to APS' conclusion that "[t]here is simply no question that APS' proposed revenue
treatment renders benefits to both customers and APS compared to CIAC in both the short term
and for many years to come

SHORT- AND LONG-TERM IMPACT
REVENUE AND CIAC APPROACH

TO Ats OF EMPLOYING THE

By far, the largest benefit to APS will occur over the next two»to-three years under the
revenue approach aft he Company can convince this Commission to not concurrently reduce base
rates in this proceeding or defer such receipts fnrjiaure crediting to ratepayers. As previously
noted, i f  the Schedule 3 change were implemented without a concurrent order by this
Commission to defer such incremental  "rev enues," APS' shareholders wi l l  enjoy an
unanticipated and unwarranted increase in pre-tax income of between $50 and $159 million per
year for years 2008 through 2010. In addition to increasing shareholder earnings above that
which would be expected absent the Schedule 3 revision, cash flow indicators and interest
coverage ratios will experience a short-lived, one-time improvement above that which would
occur absent the Schedule 3 revision

With the filing of APS' next retail rate application, the benefits of the revenue approach
to APS' shareholders and to its other financial metrics will be lately eliminated. This result will
occur inasmuch as the "ongoing" level of Schedule 3 revenues will be considered within cost of
service development. 111 other words, the one-time windfall that APS could experience (if the
Commission were to accept its proposal to record Schedule 3 fees without a concurrent
adjusunent to base rates) will have expired, and future earnings and other tinancial metrics will
be similar under the revenue or CIAC approach from that time forward

In its December 20, 2007-dated letter to this Commission, APS notes that the revenue
approach results in an FFO/Debt ratio that is considerably improved. relative to the CIAC
approach. In particular, APS notes on Exhibit A to its December 20'" letter that, under the
revenue approach, the FFO/Debt ratio ranges from 19.2% to 20.3% for the years 2008 - 2010
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but falls in the range of 18.1% to 16.2% under the CIAC approach. Staff would note two
important items in this regard.

First, as can be observed on Exhibit A, APS assumes that its ACC jurisdictional return on
equity will drop to approximately 6.0% over the three»year projection period without Being for
additional retail rate relief. If APS tiled for retail rate relief and were able to justify a need for
relief (in line with its projections of deteriorating returns contained on Exhibit A to APS'
December 20"' letter), the projected FPO/Debt ratios would not drop to the low levels projected
on Exhibit A under the CIAC approach for dl years shown.

Second, calculation of FFO entails adding or subtracting, as is applicable, current period
net deferred income tax expense to recorded book income. Under the CIAC approach, the
negative deferred income tax expense that odets the current income tax impact of CIAC 'results
in a lower amount of calculated FFO. So long as the current f ionnula for calculating FFO
remains in effect, there will be a lower FFO amount calculated under the CIAC proposed than
under the revenue approach for the foreseeable future. This difference could, at times, push the
FFO/Debt ratio to the low end, or below the low end, of the range used by rating agencies as a
guideline for an investment grade credit rating.

Staff reminds this Commission that the guidelines used by credit rating agencies are just
that .- guidelines. Utilities are not automatically or immediately downgraded if they fall below a
guideline range for a period of time. Viewed in isolation, rigid adherence to a fionnula for
calculating FFO, in conjunction with rigid adherence to an FFO/Debt guideline range for
investment grade ratings, would suggest that the collection of additional CIAC will expose APS
to a greater risk of a downgrade than would exist if the Schedule 3 modification had never been
authorized. Intuitively, this outcome appears preposterous. It is simply difficult to envision a
rating agency, if it truly understood what was being implemented, concluding that a downgrade
should occur as a result o_/'APS actively reducing its' otherwise-calculated capital outlay or
need for debt jinancbig. While Staff would acknowledge that the improvement in the FFO/Debt
rating resulting from the recording of Schedule 3 fees as revenues is an argument supportive of
the revenue approach, Stair isnot convinced that rating agencies will automatically downgrade
APS' credit rating when the FFo/Debt falls below the guideline range if the cause of the
declining ratio is primarily the impact of negative deferred taxes stemming directly and
exclusively horn incremental CIAC collections under Schedule3.

VI. AP S '  P R O P O S AL  T O  R E C O R D  S C H E D U L E  3  F E E S  AS  R E V E N U E S  I S
EQUIVALENT  T O APS'  REBUT T AL POSIT ION T O ADOPT  A "REVENUE
ENHANCEMENT" PROPOSAL.

During the rate case, APS proposed for the first time in rebuttal testimony a request for
authorization for some form of non-traditional "revenue enhancements." Items proposed
included: recovery of accelerated depreciation, inclusion of Constnletion Work in Progress in
rate base, as well as an attrition allowance, Stallopposed each of these "revenue enhancement"
adjustments proposed by APS, and ultimately this Commission determined that none of the APS-
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proposed revenue enhancements should be adopted. It appears to Staff that APS' proposal to
record the significant change in Schedule 3 tariff receipts as "Miscellaneous Revenues" could be
yet another "revenue enhancement" proposal - not unl ike APS' request for an attri t ion
allowance. The negative impact on customers from adopting APS' proposal in this instance
would be at least as great as it would have been for the Commission to have adopted the
proposal attri t ion allowance, and certainly greater than would have been the case if  the
Commission had adopted CWIP in rate base or accelerated depreciation as proposed during the
rebuttal phase of the rate case. In addition, APS' proposal regarding Schedule 3 receipts appears
to be unprecedented, as opposed to the "revenue enhancement" proposals, each of which had
been considered by the Commission in earlier proceedings. Staff fears that die impetus behind
APS' efforts to have the Schedule 3 fees recorded as revenues rather than CIAC could be the
hope that it can retain for its shareholders somewhere between $50 and $159 million per year of
before-tax profits up until the time that it liles its next retail rate case.

VII. GIVEN THAT FROM A RATE IMPACT PERSPECTWE RATEPAYERS
SHOULD BE INDIFFERENT OVER THE LONG RUN AS TO WHETHER THE
CIAC APPROACH OR REVENUE APPROACH IS ADOPTED, STAFF
BELIEVES THAT OTHER CONSIDERATIONS INDICATE THE CIAC
METHODOLOGY IS THE PREFERRED APPROACH

As noted previously, Staff believes that whether one thinks that ratepayers are better oH
on a net present value ("NPV") basis under the CIAC or revenue approaches will be largely
dependent upon the discount rate assumed. In any event, the NPV difference is not expected to
be too significant regardless the approach adopted. Thus, Horn an NPV of revenue requirements
perspective, ratepayers can be expected to be largely indi8lerent as to whether they achieve faster
savings up front (i.e,, the revenue approach) or more savings but over a longer period of time
(i.e., the CIAC approach). While Staff believes that there is no clear cut preferred approach from
an NPV revenue requirement perspective, Staff believes other considerations strongly favor
adoption of the C1AC approach.

First, as previously noted, from a conceptual perspective, the purpose of collecting the
Schedule 3 fees appears to be to defray the incremental investment cost being incurred to serve
new customers. This conclusion is drawn merely by observing that the sole basis for the fees to
be collected is the cost of constructing line extensions to serve new customers. Since the basis of
collecting such fees is the cost of plant incurred to serve new customers, it logically and
consistently follows that the revenue requirement savings resulting Hom collection of the fees
should be spread over the usetiil life that generated the fees - which is exactly what occurs under
the CIAC approach.

Second, also as previously noted, the amount of Schedule 3 fees to be collected can be
expected to be quite volatile. One need look no further than APS' estimate of Schedule 3 fees
anticipated to be collected for years 2008 - 2010 to observe such volatility. Such volatility i n
revenues will, 'm turn, result in volatility of earnings as well as probable controversy in future
rate cases when attempting to estimate an "ongoing" or "normalized" level of Schedule 3
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revenues to include in cost of service development. Concern of volatility are eliminated when
the CIAC approach is employed. Very simply, Schedule 3 fees will be collected concurrently
and in direct proportion with expenditures for distribution line extensions, resulting in lower net
investment by APS for new customers being added. The reduction in net plant investment
required to serve new customers should, in tum, contribute to less earnings attrition

in summary, Staff believes that from a conceptual basis (i.e., what are the fees intended
to accomplish) and a volatility perspective (i,e., in earnings and rate case issues), the CIAC
approach is superior to the revenue approach

am. IF  APS' REVENUE APPROACH IS ADOPTED. APS SHOULD BE ORDERED
TO EITHER 1) IMMEDIATELY REDUCE BASE RATES BY THE AMOUNT OF
SCHEDULE 3 FEES EJCPECT ED T O BE COLLECT ED,  OR 2)  DEFER FOR
FUT URE CREDIT ING T O RATEPAYERS ANY SCHEDULE 3 FEES
COLLECTED UP UNTIL APS' NEXT RETAIL RATE APPLICATION

For the reasons stated, Staff urges this Commission to order APS to record Schedule 3
fees as CIAC. However, should the Commission decide to order APS to record the Schedule 3
fees as revenues, it should concurrently either I) order APS to defer all receipts for future
crediting to retail ratepayers in APS' next retail rate case, or 2) order APS to reduce non-fuel
base rates on an equal percentage basis in and among rate classes by the amount of fees expected
to be annually collected as a result of the Schedule 3 change

Turning first to the alternative of reducing rates immediately, Staff believes that reducing
non-fuel base rates on an equal percentage basis in and among rate classes would be an expedient
and fair way to spread the rate reduction. This methodology has previously been implemented
absent a revised detailed class cost of service study. Further, if  the Company's f inancial
forecasts are reasonably accurate, the rates stemming from this proceeding will likely be in eH"lect
for a relatively short period of time, resulting in no long-term or significant inequitable rate
treatment for a given rate class

The larger problem with implementing an immediate and corollary rate reduction is
determining what "ongoing" or "normalized" level of Schedule 3 fees should be assumed to
occur. As previously noted, APS predicts a fairly wide range of Schedule 3 fees to be collected
over the ensuing three years. Given the lack of historical data, and time and resource nesuictions
necessary to evaluate this issue, if base rates are to be concurrently reduced for expected
Schedule 3 receipts, Staff would propose reducing rates by a simple three-year average of the
APS-projected Schedule3 revenues

Staf f 's other alterative to simply have APS defer Schedule 3 revenues received
eliminates the concerns of  1) the equitable way to distribute the rate reduction, and 2)
immediately determining the appropriate "ongoing" or "normalized" amount of Schedule 3 fees
by which base rates should be immediately reduced. Further, while the deferral of Schedule 3
fees will not improve APS' earnings over the short term, it will nonetheless ternponarily improve
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cash flow to the Company. In light of the noted benefits, Staff recommends defenal of Schedule
3 revenues over the immediate base rate reduction alterative if this Commission were inclined ro
accept APS 'proposal to record The Schedule 3 fees as revenues

111 support of its proposal to have APS defer the Schedule 3 fees for future crediting to
ratepayers, Stat? notes that such procedure is appropriate for a number of reasons. First, clearly
such receipts are a new-found source of significant revenues that were not considered within the
dev elopment of  APS' jur isdict ional  cost  of  serv ice.  Further,  deferr ing the signj f i
unanticipated Schedule 3 revenues would be symntietrical vn7th the treatment afforded APS
regarding significant cost items that the Company was allowed to defer because no estimate for
such costs had been included in a prior case jurisdictional cost of service. For instance, in
Docket No. E-01345A-03_0437, APS was allowed to defer for future recovery costs that it was
expecting to incur for clearing lines related to bark beetle infestation. In fact, the "costs
predicted to be incurred for bark beetle remediation in Docket No- E_01345A-03-0437 were
considerably less than the "revenues" that are expected to be received as a result of the Schedule
3 tarif f  rev ision. If  this Commission is to endorse deferral of  signif icant "costs" not yet
considered within base rate cost of service development, then similarly it should authorize
deferral of significant new revenue streams that havenot yet been considered within retail cost of
service development

Staff also submits that the net present value of revenue requirement s1:reams under the
revenue and CIAC approaches will only yield approximately equal results if ratepayers are
credited 'm some fashion for the incremental revenues received in the early years following
implementation of the Schedule 3 revision. In other words, the CIAC approach will undoubtedly
result in a lower net present value revenue requirement stream if  retai l  ratepayers are
permanently barred under the revenue approach from benefiting from the early stream of
revenues being collected pursuant to the Schedule 3 revisions

Finally, APS has argued that the revenue approach is better for customers. As previously
noted, Staff believes that APS' penchant to have the SchedWe 3 fees immediately recorded as
revenues, widiout a concurrent and offsetting reduction in base rates, may be influenced by its
desire to effectively achieve au "attrition allowance a proposal which was rejected within
Decision No. 69633. Staff submits that if APS were to agree to defer Schedule 3 revenues for
the period of time until an "ongoing" level of such revenues can be incorporated within APS
next rate filing, that the Staff as well as this Commission could sooner be convinced of APS
conviction that the revenue approach is truly the preferred approach for ratepayers that is not
being influenced by a $50 to $150 million "carrot" existing in the form of new-found Schedule 3
revenues not yet considered in the ratemaking fionnula
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MPS Reboil Julisdidional Rile Base 9 4 0

Befola Tar Weighted Cost of capnal 10.9%

Return R»qulllm¢l1l - Cos! Fuss capnal "1D2.Z5

Conc lus ion:  Ref lec t ing the Schedule a recelph as  "Cos t  F ree Capi ta l "  resul t s  in  a h igher  revenue
requi tement  than :eNac t ing such receipts  as  C lAc f leduc t lon to p lant  In serv ice.  The higher
wan revenue nequl rement  e lder  t he "Con F ree Capi t a ! "  methodology  occurs  as  a  resu l t  d
the fsmct  that  sav ings In t l ieform of  cost  f lee capital  are di luted as the ' total  company" capital
s t ruc t l lne supports  investments  other than Mann rate base.  In el lec l ,  the revenue requirement
sav ings result ing f rom me relal lmul lepeyer-suppl ied "Cost  Free Capital"  are lndinac l ly  al located
to support ing Ume wholesale rate base,  cwlp (which typical ly  hams an AFIJDC return) and any
disal lowed recal l  nuts  bane Investment ,  or unregulated Investments  on APS' balance Shea.  n
Is  noted that  the CIAC approach results  in sav ings to recal l  ratepayers over the "Cost  Free
capimr '  approach even before cons ider ing addi t ional  sav ings  in  the form of  reduced deprec iat ion
and property  tax  expense that  have not  been quant i f ied or ref lec ted with these analyses.
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ARIZONA CORPORATION COMMISSION
STAFF'S SIXTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E.01345A-08-0172
AUGUST 19, 2008

Attachment RCS-7
Docket No. E-01345A-08-0172
Page 2 of 23

Staff6.88 Employee Benefits.

a. List and describe all retirement and incentive programs available to
Company officers and employees and to affiliate officers and

employees whose cost is charged to APS.

b. Specifically identify the cost of any SERP or similar programs directly
charged or allocated.

c. State the cost by program, of each retirement program directly charged
or allocated.

d. For each incentive compensation program, provide financial
performance goads for 2005, 2006, 2007, and 2008.

e. For each incentive program goal, for each year, show the actual results
and how it compared with the target.

f Provide the complete incentive compensation program plans and
documents in effect in each year, 2005, 2006, 2007 and 2008.

g. Show in detail how any special recognition awards recorded in the test

year were determined.
h. Provide the amounts of Officer's Long-term Incentive compensation in

total and charged to APS during the test year. Include supporting

calculations.

Response:
a) Senior management and officer employee incentive plans are

confidential and are provided pursuant to an executed protective
agreement as follows:

2005 - Pinnacle West and APS plans combined as APS12951
2006 - Pinnacle West and APS plans combined as APS12952
2007 - Pinnacle West plan as APSl2953, APS plan as APSl2954
2008 * Pinnacle West plan as APS12955, APS plan as APSl2956

See response to Staff 6.87 for a list of all employee benefits, including
retirement programs. See response to Staff 3.21 for incentive

programs applicable to Hontline and non-senior management
employees.

b) See smff6.85.

c) See Staff6.85.

Page 1 of 2



ARIZONA CORPORATION COMMISSION
STAFF'S SIXTH SET OF DATA REQUESTS TO

ARIZONA PUBLIC SERVICE COMPANY,
REGARDING THE AMENDED APPLICATION TO APPROVE RATE SCHEDULES

DESIGNED TO DEVELOP A JUST AND REASONABLE RATE OF RETURN
E-01345A-08-0172
AUGUST 19, 2008

Attachment RCS-7
Docket No. E-01345A-08-0172
Page 3 of 23

Staff6.88

Response Continued:

<1-f> See response to part (a). In addition, attached are APS12945,
APS12946, APSl2947 and APS12948 which are contidentiad and are
provided pursuant to an executed protective agreement. Finally, see
APS response to Staff 6.81.

h) Officer long term incentive compensation charged in 2007 to
operations and maintenance expense was $4.4M and to non-operating
income was $.2 M .

Witness: TBD

Page 2 of 2
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Direct Testimony of David C. Purcell
Docket No. E-01345A-08-0172
Page 1

1 I. INTRODUCTION

2 Q- Please state your name, occupation, and business address.

3 My name is David C. Purcell. I am President and Senior Economist of Technical

4

5

Associates, Inc. My business address is Suite 601, 1051 East Cary Street, Richmond,

Virginia 23219.

6

7 Q- Please summarize your educational background and professional experience.

8

9

I hold B.A. (1969) and M.A. (1970) degrees in economics firm Virginia Polytechnic

Institute and State University (Virginia Tech) and a M.B.A. (1985) from Virginia

I have been10 consulting economist with Technical

11 Associates since 1970.

12

Commonwealth University. a

I have provided cost of capital testimony in public utility

ratemaking proceedings, dating back to 1972. In connection with this, I have previously

13

14

15

filed testimony and/or testified in over 400 utility proceedings before about 40 regulatory

agencies in the United States and Canada. Attachment 1 provides a more complete

description of my education and relevant work experience.

16

17 Q- What is the purpose of your testimony in this proceeding?

18

19

20

21

22

I have been retained by the Utilities DivisionStaff to evaluate the cost of capital aspects of

the current filing of Arizona Public Service Company ("APS" or "Company"). I have

performed independent studies and am making recommendations of the current cost of

capital for APS. In addition, since APS is a subsidiary of Pinnacle West Capital ("PWC"),

Shave also evaluated this entity in my analyses.

23

24 Q- Have you prepared an exhibit in support of your testimony?

25

26

A.

A.

A.

A. Yes, I have prepared one exhibit, made up of 14 Schedules, identified as Schedule 1

through Schedule 14. These Schedules were prepared either by me or under my direction.



Direct Testimony of David C. Parcels
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1 The information contained in these schedules is correct to the best of my knowledge and

belief2

3

4 11.

5 Q-

RECOMMENDATIONS AND SUMMARY

What are your recommendations in this proceeding?

6

7

8

My overall cost of capital recommendations for APS are:

Long-Tenn Debt
Common Equity

Total

Percent
46.21%
53.79%

100.00%

Cost
5.77%

9.0-11 .00%

Return
2.67%

4.84-5.92%
7.51-8.58%

9

10

11

12

13

APS's application requests a return on common equity of 11.5 percent and overall rate of

return of 8.87 percent. I propose a return on common equity of 11.0 percent and an

overall rate of return of 8.58 percent.

14

15

16

17

18

19

Q- Please summarize your east analyses and related conclusions for APS.

20

21

22

This proceeding is concerned with APS' regulated electric utility operations in Arizona.

My analyses are concerned with the Company's total cost of capital.  The first step in

performing an analysis  of the Company's  cost  of capita l is  the development  of the

appropriate capital structure. APS' proposed capital structure is comprised of 53.79

percent common equity and 46.21 percent long-tenn debt. This capital structure is the

adjusted December l, 2007 test period capital structure of the Company. I also use this

same capital structure in my cost of capital analyses.

23

24

25

A.

A.

The second step in a cost of capital calculation is a determination of the embedded cost

rate of debt. APS' application uses a  cost  ra te of 5.77 percent,  which reflects the



Direct Testimony of David C. Parcels
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1

2

Company's cost at December 1,  2007. I have used the same rate for  this item as is

proposed by the Company.

3

4

5

6

The third step in the cost of capital calculation is the estimation of the cost of common

equity. Shave employed three recognized methodologies to estimate the cost of equity for

APS. Each of these methodologies is applied to two groups of proxy utilities. These three

methodologies and my findings are:7

8

9

10

11

Methodology
Discounted Cash Flow
Capital Asset Pricing Model
Comparable Earnings

Range
9.5-11.0%

8.8-9.1%
9.5-10.5%

12

13

14

15

16

Based upon these findings, I conclude that the cost of common equity for APS is within a

range of 9.0 percent to 11.0 percent. I recommend the top end of my cost of equity range

(11.0 percent), which is slightly above the 10.75 percent cost of equity approved by the

Commission in APS' last rate proceeding. I recommend a higher cost of equity in order to

reflect Staff's desire to aid APS in its efforts to attract capital investment, as noted in the

testimony of Staff witness Johnson.17

18

19

20

21

Combining these three steps into a weighted cost of capital results in an overall rate of

return range of 7.51 percent to 8.58 percent. My recommended 11.0 percent cost of equity

results in an overall cost of capital of 8.58 percent.
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1 111. ECONOMIC/LEGAL PRINCIPLES AND METHODOLOGIES

2 Q What are the primary economic and legal principles that establish the standards for

determining a fair rate of return for a regulated utility

Public utility rates are normally established in a manner designed to allow the recovery of

their costs, including capital costs. This is frequently referred to as "cost of service

ratemaking. Rates for  regula ted public ut ilit ies  t radit ionally have been pr imar ily

established using the "rate base - rate of return" concept. Under this method, utilities are

a llowed to recover  a  level of opera t ing expenses ,  taxes ,  and deprecia t ion deemed

reasonable for rate-setting purposes, and are granted an opportunity to ham a fair rate of

return on the assets used and useful (i.e., rate base) in providing service to their customers

The rate base is derived from the asset side of the utility's balance sheet as a dollar amount

and the rate of return is developed from the liabilities/owners' equity side of the balance

sheet as a percentage. The revenue impact of the cost  of capital is thus der ived by

multiplying the rate base by the rate of return (including income taxes)

The rate of return is developed from the cost of capital, which is estimated by weighting

the capital structure components (i.e., debt, preferred stock, and common equity) by their

percentages in the capital structure and multiplying these by their cost rates. This is also

known as the weighted cost of capital

Technically, "fair rate of return" is a legal and accounting concept that refers to an ex post

(after the fact) earned return on an asset base, while the cost of capital is an economic and

financial concept which refers to an ex ante (before the fact) expected or required return

on a liability base. In regulatory proceedings, however,  the two terms are often used

interchangeably, as I have done in my testimony
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1

2

3

4

5

From an economic standpoint, a fair rate of return is normally interpreted to mean that an

efficient and economically managed utility will be able to maintain its financial integrity,

attract capital, and establish comparable returns for similar risk investments. These

concepts are derived from economic and financial theory and are generally implemented

using financial models and economic concepts.

6

7

8

9

10

Although I am not a lawyer and I do not offer a legal opinion, my testimony is based on

certain economic and financial parameters addressed in two United States Supreme Court

decisions. The first decision is Bluefield Water Works and Improvement Co. v. Public

Serf. Comm'n of West Virginia, 262 U.S. 679 (1923). In this decision, the Court stated:

11

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

What annual rate will constitute just compensation depends upon many
circumstances and must be determined by the exercise of fair and
enlightened judgment, having regard to all relevant facts. A public utility
is entitled to such rates as will permit it to earn a return on the value of
the property which it employs for the convenience of the public equal to
that generally being made at the same time and in the same general part of
the country on investments in other business undertakings which are
attended by corresponding risks and uncertainties, but it has no
constitutional right to profits such as are realized or anticipated in highly
profitable enterprises or speculative ventures. The return should be
reasonably sufficient to assure confidence in the financial soundness of
the utility, and should be adequate, under efficient and economical
management, to maintain and support its credit and enable it to raise the
money necessary for the proper discharge of its public duties. A rate of
return may be reasonable at one time, and become too high or too low by
changes affecting opportunities for investment, the money market, and
business conditions generally. [Emphasis added.]

29

30

31

32

It is my understanding that theBluefield decision established the following standards for a

fair rate of return: comparable earnings, financial integrity, and capital attraction. It also

noted the changing level of required returns over time as well as an underlying assumption

that the utility be operated in an efficient manner.
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The second decision is Federal Power Comm'n v. Hope Natural Gas Co., 320 U.S. 591

(1942). In that decision, the Court stated

The rate-mddng process under the [Natural Gas] Act, i.e., the fixing of
just and reasonable' rates, involves a balancing of the investor and

consumer interests From the investor or company point of view it is
important that there be enough revenue not only for operating expenses but
also for the capital costs of the business. These include service on the debt
and dividends on the stock. By that standard the return to the equity
owner should be commensurate with returns on investments in other
enterprises having corresponding risks. That return, moreover, should
be sufficient to assure confidence in the financial integrity of the
enterprise, so as to maintain its credit and to attract capital. [Emphasis
added.]

The three economic and financial parameters in the Bluefield and Hope decisions

comparable earnings, financial integrity, and capital attraction - reflect the economic

criteria encompassed in the "opportunity cost" principle of economics. The opportunity

cost principle provides that a utility and its investors should be afforded an opportunity

(not a guarantee) to earn a return commensurate with returns they could expect to achieve

on investments of similar risk. The opportunity cost principle is consistent with the

fundamental premise, on which regulation rests, namely, that it is intended to act as a

surrogate for competition

I understand that because Arizona is a "Fair Value" state, Hope and Bluefield do not set

forth the legal requirements applicable to Arizona

My testimony does not advocate that the Commission ignore the fair value of APS

property. Rather, I find the Hope and Bluefield decisions helpful in their discussion of

comparable earnings, financial integrity and capital attraction. I note that APS Witness
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1

2

Avert also cites the Hope and Bluefield cases as guidelines for evaluating the cost of

capital for the Company.

3

4 Q- How can these parameters be employed to estimate the Cost of Capital for a utility?

5

6

Neither the courts nor economic/financial theory have developed exact and mechanical

procedures for precisely determining the cost of capital. This is the case because the cost

of capital is an opportunity cost and is prospective-looking, which dictates that it must be

estimated.

7

8

9

10

11

12

13

14

There are several useful models that can be employed to assist in estimating the cost of

equity capital, which is the capital structure item that is the most difficult to determine.

These include the Discounted Cash Flow ("DCF"), Capital Asset Pricing Model

(CAPM"), Comparable Earnings ("CE") and Risk Premium ("RP") methods. Each of

these methods (or models) differs from the others and each, if properly employed, can be a

useful tool in estimating the cost of common equity for a regulated utility.15

16

17

18

Q- Which methods have you employed in your analyses of the Cost of Common Equity

in this proceeding?

19

20

21

22

A.

A. I have utilized three methodologies to determine APS's cost of common equity: the DCF,

CAPM, and CE methods. I have not employed a RP model in my analyses although, as I

indicate later, my CAPM analysis is a font of the RP methodology. Each of these

methodologies will be described in more detail in my testimony that follows.
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1 IV. GENERAL ECONOMIC CONDITIONS

2 Q.

3

Why are economic and financial conditions important in determining the Costs of

Capital?

4

5

6

7

8

9

10

11

12

The costs of capital, for both fixed-cost (debt and preferred stock) components and

common equity, are detennined in part by current and prospective economic and financial

conditions. At any given time, each of the following factors has an influence on the costs

of capital: the level of economic activity (i.e., growth rate of the economy), the stage of

the business cycle (i.e., recession, expansion, or transition), and the level of inflation, and

expected economic conditions. My understanding is that this position is consistent with

the Supreme Court Bluefield decision that noted "[a] rate of return may be reasonable at

one time, and become too high or too low by changes affecting opportunities for

investment, the money market, and business conditions generally."

13

14 Q- What indicators of economic and financial activity have you evaluated in your

15 analyses?

16

17

18

19

20

I have examined several sets of economic statistics from 1975 to the present. I chose this

time period because it permits the evaluation of economic conditions over three full

business cycles plus the current cycle to date, allowing for an assessment of changes in

long-term trends. This period also approximates the beginning and continuation of active

rate case activities by public utilities.

21

22

23

24

25

26

A.

A.

A business cycle is commonly defined as a complete period of expansion (recovery and

growth) and contraction (recession). A full business cycle is a useful and convenient

period over which to measure levels and trends in long-term capital costs because it

incorporates the cyclical (i.e., stage of business cycle) influences, and thus, permits a

comparison of structural (or long-term) trends.
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1 Q Please describe the timeframe of the three prior business cycles and the most recent

cycle

The three prior complete cycles and most recent cycle cover the following periods

Business Cycle
1975- 1982
1982- 1991
1991 -2001
Current

Expansion Cycle
Mar. 1975-July 1981
Nov. 1982-July 1990
Apr. 1991 -Mar. 2001
Dec. 2001 -Nov. 2007

Contraction Period
Aug. 1981 -Oct. 1982
Aug. 1990-Mar. 1991
Apr. 2001-Nov. 2001
Dec. 2007-Present

12 Q Do you have any general observations concerning the recent trends in economic

conditions and their impact on capital costs over this broad period?

Yes, I do. As I will describe below, until recently the U.S. economy has enjoyed general

prosperity and stability over the period since the early 1980s. This period has been

characterized by longer economic expansions, relatively tame contractions, relatively low

and declining inflation, and declining interest rates and other capital costs. The current

business cycle began in late 2001, following a somewhat modest recession earlier in the

Over the past year, on the other hand, the economy has slowed significantly, initially as a

result of the 2007 collapse of the "sub-prime" mortgage market and related liquidity crises

in the financial sector of the economy. More recently, this financial crisis has intensified

with a more broad-based decline based on an intensive increase in petroleum prices and an

increasing decline in the U.S.  financial sector  culminating with the collapse and/or

bailouts of a  substantial number of long-standing institutions such as Bear Stearns

Lehman Brothers,  Merrill Lynch, Freddie Mac, Fannie Mae and AIG. This crisis has

recently been described as the worst financial crisis since the Great Depression. The U.S

government is in the process of implementing unprecedented actions to attempt to correct
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1

2

3

4

5

6

7

8

or minimize this crisis. As of this time the effects of these potential actions are unclear.

There is presently a general acceptance that the economy is already in a recession. Should

the economy incur a significant recession, the impacts on cost of capital would likely be

characterized by lower utility growth and declining capital costs due to a decline in

corporate profits and expected earnings growth. It is clear that a serious recession would

have negative impacts on APS's customers, in terms of income levels, unemployment and

profits. Clearly, this is no environment in which to increase the profit levels for a

regulated monopoly such as APS.

9

10 Q- Please describe recent and current economic and financial conditions and their

11 impact on the costs of capital.

12

13

14

15

16

17

18

19

Schedule 2 shows several sets of economic data. Pages 1 and 2 contain general

macroeconomic statistics while Pages 4 through 6 contain financial market statistics.

Pages l and 2 show that the U.S. economy ended 2007 as the sixth year of an economic

expansion although, as indicated previously, the economy is currently in decline. This is

indicated by the growth in real (i.e., adjusted for inflation) Gross Domestic Product,

industrial production, and the unemployment rate. This recent expansion was

characterized as slower growth, in comparison to prior expansions. This resulted in lower

inflationary pressures and interest rates.

20

21 The rate of inflation is also shown on Pages 1 and 2. As is reflected in the Consumer

22

23

24

25

26

A.

Price Index (CPI), for example, inflation rose significantly during the 1975-1982 business

cycle and reached double-digit levels in 1979-1980. The rate of inflation declined

substantially in 1981 and remained at or below 6.1 percent during the 1983-1991 business

cycle. Since 1991, the CPI has been 4.1 percent or lower. The 4.1 percent rate of inflation

in 2007 was slightly above the levels since 2000, but is well below the levels of the past
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thirty years. Inflation increased in the first half of 2008, largely as a result of a significant

increase in petroleum costs, which, consistent with an economic contraction and lower

equity returns, have dramatically declined in recent months

5 Q What have been the trends in interest rates?

Pages 3 and 4 show several series of interest rates. Rates rose sharply to record levels in

1975-1981 when the inflation rate was high and generally rising. Interest rates declined

substantially in conjunction with inflation rates throughout the remainder of the 1980s and

throughout the 1990s. Interest rates declined even further from 2000-2005 and generally

recorded their lowest levels since the 1960s

During the past several years,  long-term interest rates have remained low by historic

standards. During the 2001 recession and early in the succeeding expansion, the Federal

Reserve lowered interest rates (i.e., Federal Funds rate) 11 times in 2001 and twice in

2003 in an effort to stimulate the economy. Following this, the Federal Reserve increased

short-term interest rates on 17 occasions between 2004 and 2006, although each time by

only 0.25 percent, in an attempt to ensure that any perceived inflationary expectations will

not stifle continued economic growth. Nevertheless, the Federal Reserve actions did not

result in a pronounced increase in long-term rates. Most recently, however, the Federal

Reserve has lowered the Federal Funds rate (i.e., short-term rate) on several occasions and

it presently is 1.0 percent, an all-time low. Over the past few years, long-term interest

rates have remained relatively stable, by historic standards. The first several months of

2008 have experienced a decline in short-term rates, relatively little change in long-term

U.S. Treasury Securities, and an increase in corporate bond yields
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1 Q- What have been the trends in common share prices?

2

3

4

5

6

7

8

Pages 5 and 6 show several series of common stock prices and ratios. These indicate that

share prices were essentially stagnant during the high inflation/interest rate environment of

the late 1970s and early 1980s. On the other hand, the 1983-1991 business cycle and the

most recent cycles witnessed a significant upward trend in stock prices. Since the

beginning of the current financial crisis, on the other hand, stock prices have declined

precipitously and have been very volatile. Stock prices in 2008 are down significantly

from 2007 levels, reflecting the financial/economic crises.

9

10 Q- What conclusions do you draw from this discussion of economic and financial

11 conditions?

12

13

14

15

16

17

It is apparent that capital costs remain low in comparison to the levels that have prevailed

over the past three decades in spite of the current financial crisis. In addition, the current

weakness in the economy has resulted in a decline in capital costs. Therefore, it can

reasonably be expected that cost of equity models currently indicate returns that are lower

than returns experienced in prior years. As noted elsewhere in my testimony, this is a

factor that should be considered in establishing the current cost of equity for APS.

18

19 v. APS' OPERATIONS AND RISKS

20 Q- Please summarize APS and its operations.

21

22

23

APS is a public utility that delivers electricity through its generation, transmission and

distribution system in Arizona. APS is the primary electric utility in Arizona and provides

service to about one million customers in the state. APS is a subsidiary of Pinnacle West

24

A.

A.

A.

Corporation ("PWC").
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1 Q~ Please describe PWC.

2

3

PWC is a holding company whose major subsidiary is APS. The other major subsidiary is

SucCor, which is engaged in real estate development and investment activities.

4

5

6

Q- What are PWS's business segment ratios?

7

8

This is shown on Schedule 3 for the years 2005-2007. As indicated, the "Regulated

Electricity" segment has accounted for the following percentages:

Operating Revenue
Operating Income
Capital Expenditures

2005
74.9%
74.9%
87.4%

2006
77.5%
81.7%
76.1%

2007
82.8%
91.6%
84.6%

9

10

11

12

This indicates that the electric regulated operations (i.e., APS) of PWC account for the

vast majority of the consolidated enterprise. It is also apparent that the regulated

operations are the most profitable.

13

14 Q~ What are the current bond ratings of APS?

The present bond ratings of APS are as follows:
Moody's Baan

15
16

17

18

Standard & Poor's BBB-

Fitch BBB

19

20

21

Q- What have been the trends in APS' and PWC's bond ratings?

22

A.

A.

A.

A. This is shown on Schedule 4, which indicates that APS has had triple B ratings since

2000. It is also apparent that the ratings of APS declined in 2006. Finally, it is evident

that APS has maintained higher ratings than PWC .
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1

2

Q. What have been the recent credit rating actions on APS?

3

4

A revision was made in APS' outlook in a July 25, 2008 Moody's Global Credit Research

Rating Action by Moody's. In amiouncing the upgrade in outlook, Moody's noted the

following:

Moody's Investors Service changed the rating outlooks of Pinnacle West
Capital Corporation (Pinnacle, Baan senior unsecured) and its subsidiaries,
Arizona Public Service Company (APS, Baan senior unsecured) and
VNGS II Funding Corp. Inc. (PVNGS: Baan, senior secured lease
obligation bonds) to stable from negative.

The stable outlook considers the companies' improving regulatory
environment and operating performance with financial results that are
expected to remain consistently within the range expected for integrated
utilities rated Baa. APS has begun to receive more supportive regulatory
decisions, including "new connection" fees allowing faster recovery for
new hookups plus a transmission cost adjustor and power supply adjustor
which has limited APS's exposure to fuel and purchased power
fluctuations. In addition, performance at the Palo Verde nuclear power
plant has improved and APS is making progress in identifying and
improving the safety and communication issues at the plant.

5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29

As a result of some improved timing on cost recoveries, Moody's now
expects APS and Pinnacle's cash flow credit metrics to remain at levels
comparable to those achieved in 2006 and 2007. This would place the
utility and parent in the mid-to-upper range of ratios for electric utilities
with medium business risk according to Moody's rating methodology for
global regulated electric utilities.

30 Q- Has S&P commented on APS in any recent reports?

31

32

33

34

Yes, it has. In a June 25, 2008 RatingsDirect, S&P affirmed APS' BBB- colporate credit

rating and also affirmed the Stable outlook. In affirming these factors, S&P did

acknowledge that "APS continued to face significant regulatory challenges."

S&P's Stable outlook for APS was described as follows:

35

36
37
38

A.

A.

The stable outlook reflects our expectation that consolidated cash flow
volatility has been tamped down by the ACC's approval of a stronger PSA
that speeds the recovery of fuel costs, but consolidated financial
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perfonnance will continue to be challenged by regulatory lag at APS
which could be moderated by APS' pending interim rate request. The
stable outlook is premised on no meaningful adverse changes in the
colnpany's business risks and continued financial performance that is not
significantly weaker than 2007 results. Equity issuances will be expected
to balance the capital structure of the company as APS continues to invest
heavily in infrastructure. Ratings could be lowered to speculative grade if
the company is not able to overcome the challenge of ensuring timely
recovery of its prudently incurred costs through rate increases approved by
the ACC. Given these challenges, and that presented by NRC scrutiny of
Palo Verde, we see little potential for positive movement in the ratings or
outlook

This quote does indicate S&P's concerns with APS' challenges. On the other hand, S&P

cites recent Commission approval of a stronger PSA that speeds recovery of fuel costs. I

also note that APS' stable outlook reflects these factors

18 Q How do the bond ratings of APS compare to electric utilities?

As indicated in a previous answer, APS has triple B bond ratings, which are investment

grade (i.e., triple B or above). Of the 61 electric utilities and combination gas and electric

utilities covered by AUS Utilities Reports, the following bond ratings currently exist

Moody's
3
24

Baa/BBB
Ba/BB or Below
Not Rated

This comparison indicates that APS' ratings are in the largest rating category of electric

utilities
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1 VI. CAPITAL STRUCTURE AND COST OF DEBT

2 Q What is the importance of determining a proper Capital Structure in a regulatory

framework?

A utility's capital structure is important because the concept of rate base - rate of return

regulation requires that a utility's capital structure be determined and utilized in estimating

the total cost of capital. Within this framework, it is proper to ascertain whether the

utility's capital structure is appropriate relative to its level of business risk and relative to

other utilities

As discussed in Section III of my testimony, the purpose of determining the proper capital

structure for a utility is to help ascertain its capital costs. The rate base - rate of return

concept recognizes the assets employed in providing utility services and provides for a

return on these assets by identifying the liabilities and common equity (and their cost

rates) used to finance the assets. In this process, the rate base is derived from the asset

side of the balance sheet and the cost of capital is derived from the liabilities/owners

equity side of the balance sheet. The inherent assumption in this procedure is that the

dollar values of the capital structure and the rate base are approximately equal and the

former is utilized to finance the latter. Common equity in the capital structure) is the

capital structure item which normally receives the most attention. This is the case because

common equity: (l) usually commands the highest cost rate, (2) generates associated

income tax liabilities, and, (3) causes the most controversy since its cost cannot be

precisely determined
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1

2

3

Q- How have you evaluated the Capital Structure of APS?

I have first examined the historic (2003-2008) capital structure ratios of APS. These are

shown on Page 1 of Schedule 5. I have summarized below the common equity ratios for

APS:4

5
6
7
8
9

10
11
12
13
14

2003
2004
2005
2006
2007
June 30, 2008

Including S-T Debt
45.7%
45.1%
53.8%
52.7%
52.0%
54.6%

Excluding S-T Debt
45.7%
45.1%
53.8%
52.7%
53.8%
55.5%

15 Page 2 of Schedule 5 shows the historic capital structure ratios of PWC on a consolidated basis.

This indicates the following common equity ratios.16
17
18
19
20
21
22
23
24

2003
2004
2005
2006
2007

Including S-T Debt
45.4%
47.4%
53.2%
51.3%
49.3%

Excluding S-T Debt
52.0%
53.3%
56.8%
51 .6%
53.0%

25

26

A.

These common equity ratios are slightly lower than those of APS.
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1 Q How do these Capital Structures compare to those of investor-owned electric

utilities?

Schedule 6 shows the common equity ratios (including short-term debt in capitalization)

for the two groups of electric utilities covered by AUS Utility Reports. These are

Year Electric
Combination Gas

And Electric

47%

46%

These common equity ratios are lower than those of APS

17 Q- What Capital Structure ratios has APS requested in this proceeding

The Company requests use of the following capital structure

Long-Term Debt

Common Equity 53.79%

According to APS' filing, this is the test year capital structure of the Company at

December 31. 2007

25 Q- What Capital Structure do you propose to use in this proceeding

I use the capital structure ratios as proposed by APS
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1 Q What is the Cost Rate of Debt in the Company's application

The Company's filing cites a cost of long-term debt of 5.77 percent. This is represented to

be the Company's actual cost at December 1, 2007. I also use this cost of long-term debt

in my cost of capital analyses

6 Q Can the Cost of Common Equity be determined with the same degree of precision as

the Costs of Debt?

No. The cost rates of debt are largely determined by interest payments, issue prices, and

related expenses. The cost of common equity, on the other hand, cannot be precisely

quantified, primarily because this cost is an opportunity cost. There are, however, several

models which can be employed to estimate the cost of common equity. Three of the

primary methods - DCF, CAPM, and CE - are developed in the following sections of my

testimony

15 VII.

16 Q

SELECTION OF PROXY GROUPS

How have you estimated the Cost of Common Equity for APS?

APS is not a publicly-traded company. PWC, APS's parent company, is a publicly-traded

company. Consequently, it is possible to directly apply cost of equity models to PWC

However, it is generally desirable to analyze groups of comparison or "proxy" companies

as a substitute for APS to determine its cost of common equity

I have examined two such groups for comparison to APS. leave first selected one group

of electric utilities similar to APS and PWC using the criteria listed on Schedule 7. These

criteria are as follows
(1) Market capitalization of $1 billion to $10 billion
(2) Electric revenues 50% or greater
(3) Common equity ratio 40% or greater
(4) Value Line Safety of l, 2, or 3
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(5)
(6)
(7)

S&P and Moody's bond ratings of Triple B
S&P stock ranking of B, B+, or A-, and
Currently pays dividends

Second, I have conducted studies of the cost of equity for the proxy group of electric

utilities selected by APS' witness William Avert

8

9

VIII. DISCOUNTED CASH FLOW ANALYSIS

What is the Theory and Methodological basis of the Discounted Cash Flow Model?Q

The Discounted Cash Flow ("DCF") Model is one of the oldest, as well as the most

commonly-used, models for estimating the cost of common equity for public utilities. The

DCF model is based on the "dividend discount model" of financial theory, which

maintains that the value (price) of any security or commodity is the discounted present

value of all future cash flows

The most common variant of the DCF model assumes that dividends are expected to grow

at a constant rate. This variant of the dividend discount model is known as the constant

growth or Gordon DCF model. In this framework cost of capital is derived by the

following formula

+8

where K = discount rate (cost of capital)

P = current price

D = current dividend rate

g = constant rate of expected growth
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This fionnula essentially recognizes that the return expected or required by investors is

comprised of two factors: the dividend yield (current income) and expected growth in

dividends (future income)

5 Q Please explain how you have employed the DCF model

I have utilized the constant growth DCF model. In doing so, Shave combined the current

dividend yield for each group of proxy utility stocks described in the previous section with

several indicators of expected dividend growth

10 Q How did you derive the dividend yield component of the DCF equation

There are several methods that can be used for calculating the dividend yield component

These methods generally differ in the manner in which the dividend rate is employed, i.e

current versus future dividends or annual versus quarterly compounding of dividends.

believe the most appropriate dividend yield component is the version listed below

I

Yield D0(1+().58)

R

This dividend yield component recognizes the timing of dividend payments and dividend

increases

0 in my yield calculation is the average (of high and low) stock price for each proxy

company for the most recent three month period (September-November, 2008). The DO is

the current annualized dividend rate for each proxy company



Direct Testimony of David C. Purcell
Docket No. E-01345A-08-0172
Page 22

1 Q- How have you estimated the dividend growth component of the DCF equation?

2

3

4

5

6

7

8

9

10

The dividend growth rate component of the DCF model is usually the most crucial and

controversial element involved in using this methodology. The objective of estimating the

dividend growth component is to reflect the growth expected by investors that is embodied

in the price (and yield) of a company's stock. As such, it is important to recognize that

individual investors have different expectations and consider alternative indicators in

deriving their expectations. This is evidenced by the fact that every investment decision

resulting in the purchase of a particular stock is matched by another investment decision to

sell that stock. Obviously, since two investors reach different decisions at the same

market price, their expectations differ.

11

12

13

14

15

A wide array of indicators exists for estimating the growth expectations of investors. As a

result, it is evident that no single indicator of growth is always used by all investors. It

therefore is necessary to consider alternative indicators of dividend growth in deriving the

growth component of the DCF model.

16

17 Shave considered five indicators of growth in my DCF analyses. These are:

18

19
20

2003-2007 (5-year average) earnings retention, or fundamental growth (per
Value Line),

21
22
23
24
25

5-year average of historic growth in earnings per share ("EPS"), dividends
per share ("DPS"), and book value per share ("BVPS") (per Value Line),

2008, 2009, and 2011-2013 projections of earnings retention growth (per
Value Line),

26
27

2005-2007 to 2011-2013 projections of EPS, DPS, and BVPS (per Value
Line); and

28
29

A.

4.

2.

3.

5.

1.

5-year prob actions of EPS growth as reported in First Call (per Yahoo !
Finance).



Direct Testimony of David C. Purcell
Docket No. E-01345A-08-0172
Page 23

believe this combination of growth indicators is a representative and appropriate set with

which to begin the process of estimating investor expectations of dividend growth for the

groups of proxy companies. I also believe that these growth indicators reflect the types of

information that investors consider in making their investment decisions. As I indicated

previously, investors have an array of information available to them, all of which should

be expected to have some impact on their decision-making process

8 Q Please describe your initial DCF calculations

Schedule 8 presents my DCF analysis. Page l shows the calculation of the "raw" (i.e

prior to adjustment for growth) dividend yield for each proxy company. Pages 2 and 3

show the growth rate for the groups of proxy companies. Page 4 shows the "raw" DCF

calculations, which are presented on several bases: mean, median, and high values. These

results can be summarized as follows

Mean Median

m,

m,

Mean
High
11.6%
12.6%

Median
High

Proxy Group
Avera Group 10.99

Inoue that the individual DCF calculations shown on Schedule 8 should not be interpreted

to reflect the expected cost of capital for the proxy group, rather, the individual values

shown should be interpreted as alternative information considered by investors. The

individual DCF calculations also demonstrate how the focus on a single growth rate, such

as EPS projections, can produce a DCF conclusion that is not reflective of a broader

perspective of available infonnation

The results in Schedule 8 indicate average (mean and median) DCF cost rates of 9.6

percent to 10.9 percent. The "high" DCF rates (i.e., using the highest growth rates only)

Using only the highest growth rate
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1 are about 11.6 percent to 12.6 percent on an average basis and 9.9 percent to 11.9 percent

on a median basis.2

3

4 Q- What do you conclude from your DCF analyses?

5

6

7

8

9

10

This analysis reflects a broad DCF range of about 9.5 percent to about 11.0 percent for the

proxy group. This is approximated by the average/mean values for the proxy group

examined in the previous analysis. I give less weight to the extreme upper ends of the

groups which are impacted by outlier results. I believe that 9.5 percent to 11.0 percent

reflects the proper DCF cost for APS.

11 lx.

12

13

14

15

16

Q-

CAPITAL ASSET PRICING MODEL ANALYSIS

Please describe the theory and methodological basis of the Capital Asset Pricing

Model.

The Capital Asset Pricing Model ("CAPM") is a version of the risk premium method. The

CAPM describes and measures the relationship between a security's investment risk and

its market rate of return. The CAPM was developed in the 1960s and 1970s as an

extension of Modem Portfolio Theory ("MPT"), which studies the relationships among

risk, diversification, and expected returns.

17

18

19

20

21

Q- How is the CAPM derived?

The general form of the CAPM is :

22

23 K :Rf +,8(Rm -R)

2 4
25
26
27
28

A.

A.

A.

where : K = cost of equity
Rf = risk free rate
Rm =return on market
[3 = beta
Rm-Rf = market risk premium
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1

2

3

4

As noted previously, the CAPM is a variant of the risk premium method. I believe the

CAPM is generally superior to the simple risk premium method because the CAPM

specifically recognizes the risk of a particular company or industry (i.e., beta), whereas the

simple risk premium method assumes the same risk premium for all companies exhibiting

similar bond ratings.5

6

7

8

Q- What groups of companies have you utilized to perform your CAPM analyses?

9

10

I have performed CAPM analyses for the same groups of proxy utilities evaluated in my

DCF analyses.

11 Q-

12

Please explain the risk-free rate as used in your CAPM and indicate what rate you

employed.

13

14

15

16

The first term of the CAPM is the risk-free rate (Rf). The risk-free rate reflects the level of

return that can be achieved without accepting any risk.

17

18

19

20

21

In CAPM applications, the risk-free rate is generally recognized by use of U.S. Treasury

securities. Two general types of U.S. Treasury securities are often utilized as the Rf

component - short-tenn U.S. Treasury bills and long-term U.S. Treasury bonds.

22

A.

A.

I have performed CAPM calculations using the three-month average yield (September-

November, 2008) for 20-year U.S. Treasury bonds. Over this three-month period, these

bonds had an average yield of 4.35 percent.



Direct Testimony of David C. Purcell
Docket No. E-01345A-08-0172
Page 26

1 Q- What is Beta and what Betas did you employ in your CAPM?

2

3

4

Beta is a measure of the relative volatility (and thus risk) of a particular stock in relation to

the overall market. Betas of less than 1.0 are considered less risky than the market,

whereas betas greater than 1.0 are more risky. Utility stocks traditionally have had betas

below 1.0. I utilized the most recent Value Line betas for each company in the groups of

proxy utilities.

5

6

7

8 Q- How did you estimate the market risk premium component in your CAPM analysis?

9

10

11

The market risk premium component (Rm-Rf) represents the investor-expected premium of

common stocks over the risk-free rate, or government bonds. For the purpose of

estimating the market risk premium, I considered alternative measures of returns of the

S&P 500 (a broad-based group of large U.S. companies) and 20-year U.S. Treasury bonds.12

13

14

15

16

First, I have compared the actual annual returns on equity of the S&P 500 with the actual

annual yields of U.S. Treasury bonds. Schedule 9 shows the return on equity for the S&P

500 group for the period 1978-2007 (all available years reported by S&P). This schedule

also indicates the annual yields on 20-year U.S. Treasury bonds, as well as the annual

differentials (i.e., risk premiums) between the S&P 500 and U.S. Treasury 20-year bonds.

Based upon these returns, I conclude that this version of the risk premium is about 6.46

percent.

17

18

19

20

21

22

23

24

25

A.

A.

I have also considered the total returns (i.e., dividends/interest plus capital gains/losses)

for the S&P 500 group as well as for the long-term government bonds, as tabulated by

Morningstar (formerly Ibbotson Associates), using both arithmetic and geometric means.

Shave considered the total returns for the entire 1926-2007 period, which are as follows:
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1

2

3

4

5

Arithmetic
Geometric

S&P 500
12.3%
10.4%

L-T Gov 't Bonds
5.8%
5.5%

Risk Premium
6.5%
4.9%

6 I conclude from this that the expected risk premium is about 5.9 percent (i.e., average of

all three risk premiums). I believe that a combination of arithmetic and geometric means

is appropriate since investors have access to both types of means and, presumably, both

types are reflected in investment decisions and thus stock prices and cost of capital.

7

8

9

10

Schedule 10 shows my CAPM calculations using the risk premium. The results are:11

12

13

14

15

16

17

Proxy Group
Avert Group

Mean
9.0%
9.1%

Median
8.8%
9.1%

18 Q- What is your conclusion concerning the CAPM Cost of Equity?

19

20

21

22

The CAPM results collectively indicate a cost of 8.8 percent to 9.1 percent for the groups

of comparison utilities. I conclude that the CAPM cost of equity for APS is 8.8 percent to

9.1 percent.

23

24

25

26

27

x.

Q.

COMPARABLE EARNINGS ANALYSIS

Please describe the basis of the CE Methodology.

28

29

30

A.

A. The CE method is derived from the "corresponding risk" standard of the Bluefield and

Hope cases. This method is thus based upon the economic concept of opportunity cost.

As previously noted, the cost of capital is an opportunity cost: the prospective return

available to investors from alternative investments of similar risk.

The CE method is designed to measure the returns expected to be earned on the original

cost book value of similar risk enterprises. Thus, this method provides a direct measure of
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1 the fair return, because the CE method translates into practice the competitive principle

2 upon which regulation is based.

3

4

5

6

7

8

9

10

The CE method normally examines the experienced and/or projected returns on book

common equity. The logic for examining returns on book equity follows from the use of

original cost rate base regulation for public utilities, which uses a utility's book common

equity to determine the cost of capital. This cost of capital is, in tum, used as the fair rate

of return which is then applied (multiplied) to the book value of rate base to establish the

dollar level of capital costs to be recovered by the utility. This technique is thus consistent

with the rate base methodology used to set utility rates.

11

12 Q-

13

How have you employed the CE Methodology in your analysis of APS' Common

Equity Cost?

14

15

16

17

18

19

20

I conducted the CE methodology by examining realized returns on equity for several

groups of companies and evaluating the investor acceptance of these returns by reference

to the resulting market-to-book ratios. In this manner it is possible to assess the degree to

which a given level of return equates to the cost of capital. It is generally recognized for

utilities that market-to-book ratios of greater than one (i.e., 100%) reflect a situation where

a company is able to attract new equity capital without dilution (i.e., above book value).

As a result, one objective of a fair cost of equity is the maintenance of stock prices above

21 book value.

22

23

24

25

A.

I would further note that the CE analysis, as I have employed it, is based upon market data

(through the use of market-to-book ratios) and is thus essentially a market test.  As a

result ,  my analysis is  not  subject  to the cr it icisms occasionally made by some who
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1

2

maintain that past earned returns do not represent the cost of capital. In addition, my

analysis uses prospective returns and thus is not confined to historical data.

3

4 Q- What time periods have you examined in your CE analysis?

5

6

7

8

9

10

11

12

13

My CE analysis considers the experienced equity returns of the proxy groups of utilities

for the period 1992-2007 (i.e., the last sixteen years). The CE analysis requires that I

examine a relatively long period of time in order to determine trends in earnings over at

least a full business cycle. Further, in estimating a fair level of return for a future period,

it is important to examine earnings over a diverse period of time in order to avoid any

undue influence from unusual or abnormal conditions that may occur in a single year or

shorter period. Therefore, in forming my judgment of the current cost of equity I have

focused on two periods: 2003-2007 (the last five years - the average length of a business

cycle) and 1992-2001 (the most recent complete business cycle).

14

15 Q- Please describe your CE analysis.

16

17

18

Schedules 11 and 12 contain summaries of experienced returns on equity for several

groups of companies, while Schedule 13 presents a risk comparison of utilities versus

unregulated finns.

19

20

21

A.

A.

Schedule 11 shows the earned returns on average common equity and market-to-book

ratios for the groups of proxy utilities. These can be summarized as follows:
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Proxy
Group

Aver t
Group

8.3-9.1%
8.4-11.0%

11.5-12.2%
11.0-11.3%

136-143%
129-144%

156-181%
156-171%

1
2
3
4
5
6
7
8
9

10
11
12
13

Historic ROE
Mean
Median

Historic M/B
Mean
Median

Prospective ROE
Mean
Median

8.6-9.4%
9.0%

10.3-11.6%
9.5-10.3%

14

15

16

17

18

These results indicate that historic returns of 8.3-12.0 percent have been adequate to

produce market-to-book ratios of 129-181 percent for the groups of proxy utilities, with

the higher returns being accompanied by the higher market-to-book ratios. Furthermore,

projected returns on equity for 2008, 2009, and 2011-2013 are within a range of 8.6

percent to 11.6 percent for the utility group. These relate to 2007 market-to-book ratios of

145 percent or higher again with the higher returns accompanying the higher rnarket-to-

book ratios.

19

20

21

22

23

24

25

26

Q- Have youalso reviewed earnings of unregulated firms?

27

28

29

Yes. As an alternative,  I also examined a group of largely unregulated firms. I have

examined the Standard & Poor's 500 Composite group, since this is a well-recognized

group of firms that is widely utilized in the investment community and is indicative of the

competitive sector of the economy. Schedule 12 presents the earned returns on equity and

market-to-book ratios for the S&P 500 group over the past sixteen years. As this Schedule

indicates,  over the two periods this group's average earned returns ranged from 14.7

percent to 15.0 percent with market-to-book ratios ranging between 288 percent and 341

30

A.

percent.
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1 Q How can the above information be used to estimate the Cost of Equity for APS?

The recent earnings of the proxy utility and S&P 500 groups can be utilized as an

indication of the level of return realized and expected in the regulated and competitive

sectors of the economy. In order to apply these returns to the cost of equity for proxy

utilities, however, it is necessary to compare the risk levels of the utility industry with

those of the competitive sector. I have done this in Schedule 13, which compares several

risk indicators for the S&P 500 group and the utility groups. The infonnation in this

schedule indicates that the S&P 500 group is more risky than the utility proxy groups

10 Q What Return on Equity is indicated by the CE analysis

Based on the recent earnings and market-to-book ratios, I believe the CE analysis

indicates that the cost of equity for the proxy utilities is no more than 9.5 percent to 10.5

percent. Recent returns of 8.3 percent to 12.0 percent have resulted in market-to-book

ratios of 129 and greater. Prospective returns of 8.6 percent to 11.6 percent result in

anticipated market-to-book ratios of over 145 percent, again with the higher returns being

associated with much higher market-to-book ratios. As a result, it is apparent that returns

below this level would result in market-to-book ratios of well above 100 percent. An

earned return of 9.5 percent to 10.5 percent should thus result in a market-to-book ratio of

over 100 percent. As I indicated earlier, the fact that market-to-book ratios substantially

exceed 100 percent indicates that historic and prospective returns of over 10 percent

reflect earnings levels that exceed the cost of equity for those regulated companies

Please also note that my CE analysis is not based on a mathematic formula approach, as

are the DCF and CAPM methodologies. Rather, it is based on recent trends and current

conditions in equity markets. Further, it is based on the direct relationship between

returns on common stock and market-to-book ratios of common stock. In utility rate
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1

2

3

4

5

6

7

8

setting, a fair rate of return is based on the utility's assets (i.e., rate base) and the book

value of the utility's capital structure. As stated earlier, maintenance of a financially

stable utility's market-to-book ratio at l00%, or a bit higher, is fully adequate to maintain

the utility's financial stability. On the other hand, a market price of a utility's common

stock that is 150 percent or more above the stock's book value is indicative of earnings

that exceed the utility's reasonable cost of capital. Thus, actual or projected earnings do

not directly translate into a utility's reasonable cost of equity. Rather, they must be

viewed in relation to the market-to-book ratios of the utility's common stock.

9

10

11

12

13

My 9.5 percent to 10.5 percent CE recommendation is not designed to result in market-to-

book ratios as low as 1.0 for APS. Rather, it is based on current market conditions and the

proposition that ratepayers should not be required to pay rates based on earnings levels

that result in excessive market-to-book ratios.

14

15 XI.

16 Q-

RETURN ON EQUITY RECOMMENDATION

Please summarize the results of your three Cost of Equity analyses.

My three methodologies produce the following:17
18
19
20
21
22

Discounted Cash Flow
Capital Asset Pricing Model
Comparable Earnings

9.5-11.0%
8.8-9.1%

9.5-10.5%

23 Q- What is your Cost of Equity recommendation for APS?

24

25

26

27

28

A.

A. I recommend a cost of equity of 9.0 percent to 11.0 percent for APS. This reflects each of

my three cost of equity model results. Within this range, I recommend an 11.0 percent

level, or slightly above the return on equity approved for APS in the Company's last rate

proceeding. Even though a lower cost of equity (e.g., the mid-point of my 9.0 percent to

11.0 percent range) could be justified, my 11.0 percent recommendation reflects Staffs
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1 desire to aid APS in its efforts to attract capitol investment, as cited in the testimony of

2 Staff witness Johnson.

3

4 Q-

5

Please explain how the recent and current economic and financial crisis impacts the

Cost of Equity for APS.

6

7

8

9

10

It is well chronicled that, over the past year and especially over the past few months, the

United States and global financial markets have been in turmoil. The impacts of this have

been far-reaching and extreme, with global credit markets virtually coming to a standstill.

This crisis and its impact, however, do not imply that the cost of equity for electric utilities

such as APS has increased. I say this for the following reasons.

11

12

13

First, it must be emphasized that depressed economic conditions and the financial crisis

affects  vir tua lly a ll sectors  of the economy - households,  small businesses,  la rger

14 commercial and industrials

15

and, in most cases, the impact is greater than is the case for

APS. APS is a regulated utility that sells a product that has no real substitutes and is a

16

17

product that consumers can do little to control the amount they use. As such, APS and

utilities are partially, if not largely, insulated firm the impacts of depressed economic

18 conditions.

19

20

21

22

23

24

A.

Second, if a recession is a significant one, the major impact will be to depress the profits

of most enterprises. As a result, it is to be expected that capital costs will decrease if a

significant recession occurs. There is no justification for increasing the profit level of a

regulated utility such as APS at the same time that other enterprises are experiencing

lower profits.
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Third, even if APS were to incur higher costs of debt and/or other capital costs, these costs

can be passed along to ratepayers at the next rate proceeding. Unregulated firms cannot

do this

Fourth, there is no indication that APS' risks have increased since its last rate proceeding

The Company's debt ratings have remained the same, indicating an objective assessment

by the rating agencies that there is no significant change in APS' credit quality. Absent a

demonstration that APS' risks have increased, there is no justification for increasing its

cost of equity

Fifth,  the United Sta tes and global governments have and are taking extraordinary

measures to avoid a further worsening of the current market turmoil. Most of these

measures are designed to put liquidity into the credit  markets and make credit  more

accessible again and, in the process, restore more confidence to the financial markets. All

of these measures are clearly designed to lower the cost of capital. In this environment, it

would be counter-productive to make any claim that APS should have a higher return at

this time due to the above-cited market turmoil

19 XII. TOTAL COST OF CAPITAL

20 Q What is the total Cost of Capital for APS?

Schedule 1 reflects the total cost of capital for the Company using APS's proposed capital

structure and cost of debt along with the range of common equity costs my analyses

support. The resulting total cost of capital is a range of 7.51 percent to 8.58 percent. I

recommend that a 8.58 percent total cost of capital be established for APS
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1 Q-

2

Does your Cost of Capital recommendation provide the Company with a sufficient

level of earnings to maintain its financial integrity?

3

4

5

6

7

Yes, it does. Schedule 14 shows the pre-tax coverage that would result if APS earned my

cost of capital recommendation. As the results indicate, my recommended range would

produce a coverage level within the benchmark range for a BBB rated utility. In addition,

the debt ratio (which reflects the Company's proposed capital structure) is within the

benchmark for a BBB rated utility.

8

9

10

XIII. COMMENTS ON COMP TESTIMONY

Q, Have you reviewed the testimony of APS witness William Avert?

11 A. Yes, I have. Dr. William E. Avera is the Company's cost of equity witness.

12

13 Q. Please summarize your understanding of Dr. Avera's Cost of Equity analyses.

Dr. Avert's cost of equity findings can be summarized as follows :1 4

15
1 6
1 7
1 8
1 9
2 0
2 1
2 2

DCF
CAPM
Cost of Equity

Utility
Proxy Group

11.0%
12.2%

11.0-12.7%

Non-Utility
Proxy Group

12 n 7%
11 , 1 %

23 Q. Do you have any comments concerning Dr. Avera's DCF analyses and conclusions?

24

25

26

27

28

29

A.

A.

A. Yes, I do. Dr. Avera's DCF analyses for his utility proxy group contains an 11.0 percent

conclusion. This 11.0 percent conclusion is based on his four sets of DCF analyses shown

on his Attaclnnent WEA-1. All but one of these sets of DCF analyses are based

exclusively on analysts' forecasts of EPS growth and the remaining DCF result is 9.9

percent. It is thus obvious that Dr. Avert's 11.0 percent DCF conclusion is based almost

exclusively on analysts' forecasts of EPS growth.
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1 Q Is it proper to focus on analysts' forecasts of EPS growth in a DCF analysis

No. As I indicated in my DCF analysis, it is customary and proper to use alternative

measures of growth, not just EPS projections

Dr. Avera's DCF analyses implicitly assume that investors rely almost exclusively on EPS

projections when making investment decisions. This is a very dubious assumption, and

Dr. Avert has offered no evidence that it is correct. l note, for example, the Value Line

publication --. one of the sources of his growth rate estimates - contains many statistics, of

both a historic and projected nature, for the benefit of Value Line subscribers, who

presumably make investment decisions based at least in part from the information

contained in Value Line. For example, Value Line publishes both historic and projected

growth rates in numerous financial indicators such as EPS, DPS, BVPS, and retention

growth. Yet, Dr. Avera would have us believe that Value Line subscribers and investors

focus exclusively on one single number from this publication

I note in this regard that the DCF model is a "cash flow" model. The cash How to

investors in a DCF framework is dividends. Dr. Avera's DCF results. in contrast. does not

even consider dividend growth rates

20 Q Dr. Avera also conducts DCF analyses to a group of non-regulated companies. Is

this a proper standard for establishing APS' Cost of Equity

No, it is not. This group of non-regulated companies is clearly more risky than his proxy

group of electric utilities. As evidence of this, consider the respective sets of DCF

analyses for the two groups
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Electric Group

m,
Non-Utility Group

m,
Value Line EPS
IBES EPS
Reuters EPS
be + sv 10.2%

The DCF costs for the non-utility group are much higher than those for the electric group

This clearly indicates that the non-utility group is more risky than the utility group and

thus. serves as no reliable standard for APS

12 Q What are your comments regarding Dr. Avert's CAPM analysis

Dr. Avert's CAPM uses the following inputs for his utility proxy group

Market risk premium

Risk fitee rate

m,

My primary concern with Dr. Avera's CAPM analysis is the use of the 7.6 percent market

risk premium. His 7.6 percent market risk premium was derived by combining his

estimate of DCF results for the S&P 500 (13.2 percent) and a 4.6 percent yield on 20-year

U.S. Treasury bonds. This 13.2 percent expected return for the S&P 500 is excessive

The historic (1926-2007) total returns for the S&P 500 have been much less than 13.3

percent (i.e., 10.4 percent on a geometric growth basis and 12.3 percent on a arithmetic

basis). Dr. Avera offers no explanation as to why his DCF results for the S&P 500 group

are so much higher than this group's historic returns. I also note that the outlook for

corporate profits is presently not positive and may well reflect substantially lower levels in

2008 and 20098
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1 XIV. FAIR VALUE RATE OF RETURN

2 Q What is your understanding of APS' position on the issue of Fair Value Rate Base

and related Cost Fair Value Rate of Return Implications

It is my understanding that APS is requesting that the fair value of its rate base be used in

developing its rates. The Company does not appear to be requesting that its weighted cost

of capital ("WCOC") be applied to the level of its fair value rate base

8 Q What is your understanding of the Commission's procedure for utilizing the Fair

Value of Rate Base in setting utility rates?

My "non-legal understanding" is that the Commission must consider the fair value of a

utility's assets in setting rates. However, I do not agree that this implies that the

Company's WCOC must be applied to the fair value of the rate base

14 Q Are you aware that the Commission has recently conducted a "remand" hearing on

the issue of regulatory treatment of Fair Value Rate Base for Chaparral City Water

Company

Yes, I am. In January of this year, the Commission conducted a public hearing in

response to a remand by the Arizona Appeals Court (Appeals No. CA-CC 05-002)

decision' in Chaparral City Water Company (Docket No. W-02113A-04-0616). The

purpose of this hearing was to determine the appropriate fair value rate of return to be

applied to that Company's fair value rate base. The Commission's Decision No. 70441 in

this proceeding established a Fair Value Rate of Return ("FVROR") by subtracting the

inflation rate from the cost of equity

CA-CC 05-0002, Memorandum Decision dated February 13, 2007
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1 Q~

2

3

Do you have any observations based upon your own experience in Cost of Capital

determination, as to whether a Cost of Capital developed for application to an

Original Cost Rate Base is consistent with a fair value rate base?

4

5

6

7

8

Yes, I do. It is my personal experience, based upon over 35 years of providing cost of

capital testimony, that the concept of cost of capital is designed to apply to an original cost

rate base. This is the case since the cost of capital is derived from the liabilities/owners'

equity side of a utility's balance sheet using the book values of the capital structure

components. The cost of capital, once determined, is then applied to (i.e., multiplied by)

9 the rate base, which is derived firm the asset side of the balance sheet (i.e., OCRB). From

10

11

12

13

14

15

16

17

18

19

a financial perspective, the rationale for this relationship is that the rate base is financed by

the capitalization. Under this relationship, a provision is provided for investors (both

lenders and owners) to receive a return on their invested capital. Such a relationship is

meaningful as long as the cost of capital is applied to the original cost (i.e., book value)

rate base, because there is a matching of rate base and capitalization.

When the concept of fair value rate base is incorporated, however, this link between rate

base and capital structure is broken. The amount of fair value rate base that exceeds

original cost rate base is not financed with investor-supplied funds and, indeed, is not

financed at all. As a result, a customary cost of capital analysis cannot be automatically

applied to the fair value rate base since there is no financial link between the two concepts.

20

21 Q.

22

Why is it important that there be a link between the concepts of Rate Base and Cost

of Capital?

23 A.

24

25

26

A.

This link is important since financial theory indicates that investors should be provided an

opportunity to earn a return on the capital they provided to the utility. Since the capital

finances the rate base (in an original cost world), the link between cost of capital and rate

base satisfies this financial objective.
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1 Q Based on your experience as a Cost of Capital witness over the past 35 years, do you

have a suggestion as to how to account for the use of a FVRB in setting rates for

Yes, I do. Since the increment between fair value rate base and original cost rate base is

not financed with investor-supplied funds, it is logical and appropriate, from a financial

standpoint, to assume that this increment has no financing cost. As a result, the cost of

capital, through the capital structure, can be modified to account for a level of cost-free

capital in an equal dollar amount to the increment of FVRB over the OCRB. Such a

procedure would still provide for a return being earned on all investor-supplied funds and

would thus be consistent with financial standards

12 Q Have you made such a proposal in this proceeding

Yes, I have. As is shown below, I have developed a capital structure and FVROR that

applies to APS' FVRB

Amount Percent
Value
Return

Short-term Debt
Long-term Debt
Common Equity
FVRB Increment
Total FVRB Capital

$2.450529
$2,852432
532083591

$7,386553

33.18%
38.629
28.20%

5.77%
11.009
0.00%

Applying this 6.16 percent to the FVRB provides for a return on all investor-supplied

capital and is therefore an appropriate rate to apply to the FVRB from a financial and

economic standpoint. As such, it provides for an appropriate fair value rate of return to be

applied to a FVRB

FVRBminus OCRB
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1 Q- Have you developed an alternative method with which to apply a FVROR to a

FVRB?2

3

4

Yes, I have. Should the Commission determine that there should be a specific return

(greater than zero) applied to theFVRB Increment, Shave provided such a procedure.

5

6

7

Q- Why is it necessary to add a return on only the portion of FVRB that exceeds the

OCRB?

8

9

10

11

12

13

14

15

16

The WCOC authorized by the Commission has already provided for a full cost of equity

return and cost of debt on the portions of equity and debt capital that are supporting the

OCRB portion of theFVRB. As a result, there is no need to provide any additional return

on the portions of FVRB supported by common equity and debt.

Stated differently, both the cost of debt and the return on common equity (i.e., capital

stock, paid-in capital, and retained earnings - the investment of common shareholders) are

already provided for in a traditional WCOC. Only the portion of the FVRB that exceeds

OCRB ("Fair Value Increment") needs to have a specific return identified in order to

reflect a return component on that Fair Value Increment.

17

18

19

20

Q- What is the proper cost rate to apply to the Fair Value Increment?

21

22

23

24

25

A.

A.

A. As I indicated previously, from a financial perspective, it should not be necessary to

provide for any return on the Fair Value Increment since this is not investor-supplied

capital. However, the Commission may choose to evaluate this issue from both a financial

and a public policy perspective. However, the idea that the Company should receive some

benefit from the Fair Value Increment does not mean that one should automatically apply

to the FVRB a WCOC developed by reference to original cost rate base. If it is determined

that it is desirable to provide an additional (non-zero) return on the Fair Value Increment,
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the proper return should be no larger than the real (i.e., after inflation is removed) risk-free

rate of return

4 Q What is the risk-free return?

The risk-free return is. in financial terms. the return on an investment that conies little or

no risk. Risk-free investments are universally defined as U.S. Treasury Securities, with

short-term maturities usually being used as the risk-free rate. Over the past several

months, various maturities of U.S. Treasury securities have yielded from about 2.0 percent

(short-term) to 4.5 percent (long-term) in nominal terms. Rates have declined recently. I

also note that 2008-2010 forecasts of U.S. Treasury securities are about 4.5 percent to 4.9

percent. As a result, Fuse 5.00 percent as the nominal risk-free rate, in order to provide a

conservative estimate

14 Q What is the "real" risk-free rate?

The concept of real rates involves the removal of the rate of inflation from the nominal

risk-free rate. In 2007, the rate of inflation, as measured by the Consumer Price Index

(CPI), was 4.1 percent. Forecasts of the CPI for 2008-2010 are about 2.0-2.5 percent. As

a result, I propose to use a 2.25 percent inflation rate for computing the real risk-free rate

which is computed as follows

Nominal Risk-Free Rate %

Less: Inflation Rate 2.25%

Equals: Real Risk-Free Rate M
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1 Q Please explain why APS' FVROR should consider the real risk-free rate, as opposed

to the nominal risk-free rate

The investors of APS are already receiving an inflation factor due to the inclusion of

inflation in the FVRB Increment. Specifically, the Fair Value Increment incorporates

inflation by considering the current value of assets, which reflect, in part, past inflation. It

would be double-counting to also include the inflation components in the return to be

applied to theFVRB Increment

9 Q What return on the fair value increment do you recommend in your alternative

FVROR proposal?

My alternative FVROR proposal incorporates a return on the Fair Value Increment with a

maximum value of 2.75 percent, as developed above. However, I wish to emphasize that

this 2.75 percent value is the maximum value that could be applied to the FVRB

Increment. In reality, any value between zero percent and 2.75 percent could be used as

the cost rate on the FVRB Increment. As I stated above. this Fair Value Increment return

is in addition to the return that the Company's investors already earn on their investment

in the Company. In this sense, an above-zero cost rate for the fair value increment

represents a bonus to the Company that would have to find its justification in policy

considerations instead of in pure economic or financial principles, for that reason, the

selection of an appropriate cost rate within this range should fall to the Commission's

discretion. I would propose a level at approximately the mid-point of this range, or 1.50

percent

24 Q What is the resulting impact of your alternative proposal in this proceeding

I am proposing the following modified FVROR for APS
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Percent Cost Return

1

2

3

4

5

6

7

8

9

10

Capital Item

Short-tenn Debt

Long-term Debt

Common Equity

FVRB Increment

33.18%

38.62%

28.20%

5.77%

11.00%

1.50%

1.91%

4.25%

0.42%

Total 100.00% 6.58%

11

12

13

As shown in the above table, this alternative proposal provides for a non-zero return on

the Fair Value Increment of APS, and provides for an overall fair value rate of return of

6.58 percent on the FVRB.

14

15

16

Q. Does this conclude your direct testimony?

A. Yes, it does.
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ARIZONA PUBLIC SERVICE COMPANY
TOTAL COST OF CAPITAL

ITEM PERCENT
COST
RATE WEIGHTED COST

5.77% 2.67%Total Debt

Common Equity

46.21%

53.79% 9.00% 11.00% 4.84% 5.92%

Total 100.00% 1.51% 8.58%
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EconoMlc INDICATORS

Year

Real
GDP

Growth*

Industrial
Production

Growth

Unemploy-
ment
Rate

Consumer
Price Index

Producer
Price Index

1975 - 1982 Cycle

1975
1976
1977
1978
1979
1980
1981
1982

-1 .1%
5.4%
5.5%
5.0%
2.8%
-0.2%
1.8%
-2.1%

-8.9%
10.8%
5.9%
5.7%
4.4%
-1 .9%
1.9%
-4.4%

8.5%
7.7%
7.0%
6.0%
5.8%
7.0%
7.5%
9.5%

7.0%
4.8%
6.8%
9.0%

13.3%
t2.4%
8.9%
3.8%

6.6%
3.7%
6.9%
9.2%

12.8%
11.8%
7.1%
3.6%

1983
1984
1985
1986
1987
1988
1989
1990
1991

4.0%
6.8%
3.7%
3.1%
2.9%
3.8%
3.5%
1.8%
-0.5%

1983 l 1991 Cycle
3.7% 9.5%
9.3% 7.5%
1.7% 7.2%
0.9% 7.0%
4.9% 6.2%
4.5% 5.5%
1.8% 5.3%
-0.2% 5.6%
-2.0% 5.8%

3.8%
3.9%
3.8%
1.1%
4.4%
4.4%
4.6%
6.1%
3.1%

0.6%
1.7%
1.8%
-2.3%
2.2%
4.0%
4.9%
5.7%
-0.1 %

1992
1993
1994
1995
1996
1997
1998
1999
2000
2001

3.0%
2.7%
4.0%
2.5%
3.7%
4.5%
4.2%
4.5%
3.7%
0.8%

1992 l 2001 Cycle
3.1 % 7.5%
3.3% 6.9%
5.4% 6.1%
4.a% 5.6%
4.3% 5.4%
7.2% 4.9%
5.9% 4.5%
4.3% 4.2%
4.2% 4.0%
-3.4% 4.7%

2.9%
2.7%
2.7%
2.5%
3.3%
1 .7%
1 .6%
2.7%
3.4%
1.6%

1 .6%
0.2%
1.7%
2.3%
2.8%
-1 .2%
0.0%
2.9%
3.6%
-1.6%

Current Cycle
2002
2003
2004
2005
2006
2007

1.6%
2.5%
3.6%
2.9%
2.8%
2.0%

-0.1%
1.2%
2.5%
3.3%
2.2%
1.7%

5.8%
6.0%
5.5%
5.1%
4.6%
4.6%

2.4%
1.9%
3.3%
3.4%
2.5%
4.1%

1.2%
4.0%
4.2%
5.4%
1.1%
6.2%

*GDp=Gross Domestic Product

Source: Council of Economic Advisors, Economic Indicators, various issues.
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ECONOMIC INDICATORS

Year

Real
GDP

Growth*

Industrial
Production

Growth

Unemploy-
ment
Rate

Consumer
Price Index

Producer
Price Index

2002
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

2.7%
2.2%
2.4%
0.2%

-3.8%
-1 .2%
0.8%
1.4%

5.6%
5.9%
5.8%
5.9%

2.8%
0.9%
2.4%
1.6%

4.4%
-2.0%
1.2%
0.4%

2003
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1.2%
3.5%
7.5%
2.7%

1.1%
-0.9%
-0.9%
1.5%

5.8%
6.2%
6.1%
5.9%

4.8%
0.0%
3.2%
-0.3%

5.6%
-0.5%
3.2%
2.8%

2004
1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

3.0%
3.5%
3.6%
2.5%

2.8%
4.9%
4.6%
4.3%

5.6%
5.6%
5.4%
5.4%

5.2%
4.4%
0.8%
3.6%

5.2%
4.4%
0.8%
7.2%

2005
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

3.0%
2.6%
3.8%
1.3%

3.8%
3.0%
2.7%
2.9%

5.3%
5.1%
5.0%
4.9%

4.4%
1.6%
8.8%
-2.0%

5.6%
-0.4%
14.0%
4.0%

2006
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

4.8%
2.7%
0.8%
1.5%

3.4%
4.5%
5.2%
3.5%

4.7%
4.6%
4.7%
4.5%

4.8%
4.8%
0.4%
0.0%

-0.2%
5.6%
-4.4%
3.6%

2007
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

0.1%
4.8%
4.8%
-0.2%

2.5%
1.6%
1.8%
2.2%

4.5%
4.5%
4.6%
4.8%

4.8%
5.2%
1.2%
6.4%

6.4%
6.8%
1.2%
10.8%

2008
1 st Qtr.
2nd Qtr.
3rd Qtr.

0.9%
2.8%
-0.3%

1.8%
0.3%
-2.1%

4.9%
5.3%
6.0%

2.8%
7.6%
2.8%

9.6%
14.0%
-0.4%

Source: Council of Economic Advisors, Economic Indicators, various issues.
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INTEREST RATES

Prime
US Treas

T Bills
3 Month

US Treas
T Bonds
10 Year

Utility
Bonds

Utility
Bonds

utility
Bonds

Utility
Bonds

1975 - 1982 Cycle
7.86% 7.99%

1980
12.67%
15.27%
18.89%
14.86%

4.99%
5.27%
7.22%
10.04%
11.51%
14.03%
10.69%

9.03%
8.53%
8.19%
8.87%
9.86%
12.30%
14.649
14.229

8.92%
8.43%
9.10%

10.22%
13.00%
15.30%
14.79%

10.09%
9.29%
8.61%
9.29%
10.49%
13.34%
15.95%
15.86%

10.96%
9.82%
9.06%
9.62%

10.96%
13.95%
16.60%
16.45%

1983 10.79%
12.04%

m,

1989
1990

8.21%
9.32%
10.87%
10.01%
8.46%

8.63%
m,
m,

5.98%
5.82%
6.69%
8.12%
7.51 %
5.42%

8.41%
9.44%

11.46%
13.93%
13.00%

1983 - 1991 Cycle
11 .10% 12.52%
12.44% 12.72%
10.62% 11.68%

% 8.92%
8.39% 9.52%
8.85% 10.05%
8.49% %
8.55% 9.45%
7.86% 8.85%

12.83%
13.66%
12.06%
9.30%
9.77%
10.26%
9.56%
9.65%
9.09%

13.66%
14.03%
12.47%
9.58%

10.10%
10.49%
9.77%
9.86%
9.36%

14.20%
14.53%
12.96%
10.00%
10.53%
11.00%
9.97%
10.06%
9.55%

6.25%
6.00%
7.15%
8.83%

%

1992 - 2001 Cycle
7.01 % 8.19%

7.29%
8.07%
7.68%
7.48%
7.43%
6.77%
7.21%
7.88%
7.47%

8.55%
7.44%
8.21%
7.77%
7.57%
7.54%
6.91%
7.51%

%
7.59%

m,
8.44%
8.35%
8.00%
9.23%
6.91%

4.29%
5.51 %
5.02%

m,
4.81%
4.66%
5.85%
3.45%

6.44%
6.35%
5.26%
5.65%
6.03%
5.02%

8.69%
7.59%
8.31%
7.89%
7.7s%
7.60%
7.04%
7.62%
8.24%
7.78%

8.86%
7.91%
8.88%
8.29%
8.16%
7.95%
7.26%
7.88%
8.36%

%

Current Cycle

[1] 7.19%
6.40%
6.04%
5.44%

m,
5.94%

4.67%
4.12%
4.34%
6.19%
7.96%

%

1.62%
1.02%
1.38%
3.16%
4.73%
4.41%

4.01%
4.27%
4.29%
4.80%

%>

7.37%
6.58%
6.16%
5.65%
6.07%
6.07%

8.02%
6.84%
6.40%
5.93%
6.32%
6.33%

[1] Note: Moody's has not published Aaa utility bond yields since 2001

Sources: Council of Economic Advisors, Economic Indicators, Moody's Bond Record, Federal
Reserve Bulletin: various issues
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INTEREST RATES

Year
Prime
Rate

US Treas
T Bills

3 Month

US Treas
T Bonds
10 Year

Ulilify
Bonds
Aaa [1]

Utility
Bonds

As

Utility
Bonds

A

Utility
Bonds
Baa

2003
Jan
Feb
M a
Apr
May
June
July
Aug
Sept
O f
Nov
Dec

4.25%
4.25%
4.25%
4.25%
4.25%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%

1.17%
1.16%
1.13%
1.14%
1.08%
0.95%
0.90%
0.96%
0.95%
0.93%
0.94%
0.90%

4.05%
3. 90%
3. B1 %
3.96%
a. 57%
3. 33%
3.88%
4.45%
4.27%
4.29%
4.30%
4.27%

[1] 5.57%
s.e6%
6.56%
6.47%
8.20%
s. 12%
8.37%
8.48%
5.30%
8.28%
6.26%
s.18%

7.06%
5.93%
5.79%
5.64%
5.36%
6.21%
8.57%
6.78%
8.56%
5.43%
5.37%
5.27%

7.47%
7.17%
7.05%
5.94%
5.47%
5.30%
5.67%
7.08%
8.87%
5.79%
5.88%
8.61%

2004
Jan
Feb
Mar
APt
May
June
July
Aug
Sept
Oct
Nov
Dec

4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.25%
4.50%
4.75%
4.75%
5.00%
5.25%

0.89%
0.92%
0.94%
0.94%
1.04%
1.27%
1.35%
1.48%
1.65%
1.75%
2.05%
2.20%

4. 15%
4.08%
3. 83%
4. 35%
4.72%
4.73%
4. 50%
4.28%
4. 13%
4. 10%
4. 19%
4.23%

6.06%
s. 10%
5.93%
6.33%
6.s6%
8.30%
6.08%
5.95%
5.79%
5.74%
5.79%
5.78%

e. 15%
6.15%
5.97%
6.35%
6.62%
6.46%
6.27%
5.14%
5. 98%
5.94%
5.97%
5.92%

6.47%
6.28%
8.12%
8.46%
s. 75%
s. s4%
5.57%
8.45%
s.27%
5.17%
s. 15%
5.10%

2005
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct
Nov
Dec

5.25%
5.50%
5.75%
5.75%
8.00%
5.25%
6.25%
s. 50%
5.75%
6.75%
7.00%
7.25%

2. 32%
2.53%
2.75%
2.79%
2.86%
2.99%
3.22%
3.45%
3.47%
3. 70%
3.90%
3.89%

4.22%
4. 17%
4. 50%
4.34%
4. 14%
4.00%
4.18%
4.26%
4.20%
4.46%
4. 54%
4.41%

5.68%
5.55%
5. 76%
5. 56%
5.39%
5. 05%
5. 18%
5.23%
5.27%
5.50%
5.58%
5.55%

5.78%
5.61 as
5.83%
5.64%
5.53%
5.40%
5. 51 %
5. 50%
5. 52%
5. 79%
5.88%
5.80%

5.95%
5.76%
6.01%
5.95%
5.88%
5.70%
5.81%
5.80%
5.83%
6.08%
6.19%
6.14%

20os
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
OC!
Nov
Dec

7.50%
7.50%
7.75%
7.75%
8.00%
8.25%
8.25%
8.25%
a. 25%
B.25%
8. 25%
825%

4.20%
4.41 %
4. 51 %
4.58%
4.72%
4.79%
4.96%
4.98%
4.82%
4. 89%
4.95%
4.85%

4.42%
4.57%
4.72%
4.98%
5. 11 %
5. 11 %
5. 09%
4.88%
4.72%
4.73%
4.60%
4.56%

5.50%
5.55%
5.71%
5.02%
8.16%
6.18%
6.13%
5.97%
5.81%
5.80%
5.61%
5.82%

5.75%
5.82%
5.98%
6. 29%
6. 42%
6. 40%
6.37%
620%
6. 00%
5.98%
5. 80%
5.81 Vu

s.0s%
s. 1196
6.28%
6.54%
6.58%
6.61 as
6.61 as
6. 43%
6 . 26%
8. 24%
6. 04%
s. 05%

2007
J a n
F e b
M a r
Apr
M a y
June
Ju ly
Au g
Sept
Oct
N ov
D e c

5 . 25%
B.25%
B.25%
8. 25%
B.25%
B.25%
8. 25%
8. 25%
7. 75%
7. 50%
7. 50%
7. 25%

4. 96%
5. 02%
4. 97%
4. 88%
4. 77%
4. 63%
4. 84%
4. 34%
4.01 %
3. 97%
3 . 4 8 %
3. 08%

4. 76%
4. 72%
4. 56%
4 5 9 %
4. 75%
s. 10%
5. 00%
4. 67%
4. 52%
4. 53%
4. 15%
4. 10%

5 . 78%
5. 73%
5. 66%
5. 83%
5. 86%
5. 18%
6. 11%
5. 11%
8. 10%
6. 04%
5. 87%
8. 03%

5 9 6 %
5. 90%
s. B5%
5. 97%
5. 99%
5. 30%
5. 25%
5. 24%
s. 18%
s. 11as
5. 97%
s. 16%

5 . 16%
5. 10%
5. 10%
5. 24%
8. 23%
6. 54%
8. 49%
8. 51%
B.45%
5. 36%
8. 27%
8. 51%

2008
Jan
Feb
Mar
Apr
May
June
July
Aug
Sept
Oct

5.00%
6.00%
5.25%
5.00%
5.00%
s. 00%
5.00%
5.00%
5. 00%
4. 00%

2.86%
2.21%
1.38%
1.32%
1.71%
1.90%
1.72%
1.79%
1.46%
0.84%

3.74%
3.74%
3.51%
3.68%
3.88%
4.10%
4.01%
3.89%
3.69%
3.81%

5.87%
6.04%
5. 98%
5.99%
8.07%
s. 19%
s. 13%
8.09%
s. 13%
6.95%

5.02%
6.21 %
6.21 %
B.29%
6.27%
5.38%
6.40%
6.37%
8.49%
7.56%

6.35%
6.60%
6.68%
8. 82%
s. 79%
s. 93%
s. 97%
s. 98%
1. 15%
8. 58%

[1] Note: Moodys has not published Ala utility bond yields since 2001

Sources: Council d Economic Advisors, Economic Indicators, Moody's Bond Record, Federal
Reserve Bulletin, various issues.
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STOCK PRICE INDICATORS

Year
S&P NASDAQ

Composite [1] Composite [1] DJIA
S&P
D/P

S&P
EIP

1975 - 1982 Cycle
1975
1976
1977
1978
1979
1980
1981
1982

802.49
974.92
894.63
820.23
844.40
891 .41
932.92
884.36

4.31%
3.77%
4.62%
5.28%
5.47%
5.26%
5.20%
5.81%

9.15%
8.90%

10.79%
12.03%
13.46%
12.66%
11.96%
11.60%

1983 - 1991 Cycle

[1]

8.03%
10.02%
8.12%
6.09%
5.48%
8.01%
7.41%
6.47%
4.79%

1983
1984
1985
1986
1987
1988
1989
1990
1991

[1]
322.84
334.59
376.18 491 .69

1,190.34
1,178.48
1,328.23
1,792.76
2,275.99
2,060.82
2,508.91
2,678.94
2,929.33

4 . 4 0 %
4 . 8 4 %
4 . 2 5 %
3 . 4 9 %
3 . 0 8 %
3 . 8 4 %
3 . 4 5 %
3 . 6 1 %
3 . 2 4 %

1 9 9 2
1 9 9 3
1 9 9 4
1 9 9 5
1 9 9 6
1 9 9 7
1 9 9 8
1 9 9 9
2 0 0 0
2 0 0 1

415.74
451.21
460.42
541.72
670.50
873.43

1,085.50
1,327.33
1,427.22
1,194.18

1992 - 2001 Cycle
599.26 3,284.29
715.16 3,522.06
751 .65 3,793.77
925.19 4,493.76

1,164.96 5,742.89
1,469.49 7,441 .15
1,794.91 8,625.52
2,728.15 10,464.88
3,783.67 10,734.90
2,035.00 10,189.13

2 . 9 9 %
2 . 7 8 %
2 . 8 2 %
2 . 5 6 %
2 . 1 9 %
1 .77%
1 . 4 9 %
1 . 2 5 %
1 . 1 5 %
1 .32%

4. 22%
4.46%
5.83%
8.09%
5 . 2 4 %
4.57%
3.46%
3 . 1 7 %
3.63%
2 . 9 5 %

Current Cycle
2002
2003
2004
2005
2006
2007

993.94
965.23

1,130.65
1,207.23
1,310.46
1,477.19

1,539.73
1,647.17
1,986.53
2,099.32
2,263.41
2,578.47

9,226.43
8,993.59

10,317.39
10,547.67
11,408.67
13,169.98

1.61 %
1.77%
1.72%
1.83%
1.87%
1.86%

2.92%
3.84%
4.89%
5.36%
5.78%
5.29%

[1] Note: this source did not publish the S&P Composite prior to 1988 and the NASDAQ
Composite prior to 1991 .

Source: Council of Economic Advisors, Economic indicators, various issues.
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STOCK PRICE INDICATORS

YEAR
S&P

Composite
NASDAQ

Composite DJIA
S&P
DIP

S&P
EIP

2002
1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,131.56
1,068.45
894.65
887.91

1,879.85
1,641.53
1,308.17
1,346.07

10,105.27
9,912.70
8,487.59
8,400.17

1.39%
1.49%
1.76%
1.79%

2.15%
2.70%
3.68%
3.14%

2003
1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

860.03
938.00

1 ,000.50
1,056.42

1,350.44
1,521.92
1,765.96
1,934.71

8,122.83
8,684.52
9,310.57
9,856.44

1.89%
1 .75%
1 .74%
1.69%

3.57%
3.55%
3.87%
4.38%

2004
1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,133.29
1,122.87
1,104.15
1,162.07

2,041 .95
1 ,984.13
1 ,872.90
2,050.22

10,488.43
10,289.04
10,129.85
10,362.25

1.64%
1.71%
1.79%
1.75%

4.62%
4.92%
5.18%
4.83%

2005
1st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,191.98
1,181.65
1,225.91
1,262.07

2,056.01
2,012.24
2,144.61
2,246.09

10,648.48
10,382.35
10,532.24
10,827.79

1.77%
1.85%
t.83%
1.86%

5.11%
5.32%
5.42%
5.60%

2006
1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1,283.04
1,281 .77
1 ,288.40
1 ,389.48

2,287.97
2,240.46
2,141.97
2,390.26

10,996.04
11,188.84
11,274.49
12,175.30

1.85%
1.90%
1.91 %
1.81 %

5.61%
5.86%
5.88%
5.75%

2007
1 st Qtr.
2nd Qtr.
3rd Qtr.
4th Qtr.

1 ,425.30
1 ,496.43
1 ,490.81
1 ,494.09

2,444.85
2,552.37
2,609.68
2,701.59

12,470.97
13,214.26
13,488.43
13,502.95

1.84%
1.82%
1.86%
1.91%

5.85%
5.65%
5.15%
4.51 %

2008
1st Qtr.
2nd Qtr.
3rd Qtr.

1,350.19
1,371.65
1,251.94

2,332.91
2,426.26
2,290.87

12,383.86
12,508.59
11,322.40

2.11%
2.10%
2.29%

4.57%
4.01%

[1] Note: this source did not publish the S&P Composite prior to 1988 and the NASDAQ
Composite prior to 1991 .

Source: Council of Economic Advisors, Economic Indicators, various issues.
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PINNACLE WEST CAPITAL
SEGMENT RATIOS

2005 -_ 2007
($milIions)

Segment
Operating
Revenues

income From
Continuting
Operations

Capital
Expenditures

2005

Regulated Electricity Segment $2,237
74.87%

$167
74.89%

$811
87.39%

Real Estate Segment $338
11.31%

$35
15.70%

$106
11.42%

Other $413
13.82%

$21
9.42%

$11
1.19%

Pinnacle West Capital Consolidated $2,988 $223 $928

2006

Regulated Electricity Segment $2,635
77.45%

$259
81 .70%

$662
76.09%

Real Estate Segment $400
11.76%

$50
15.77%

$201
23.10%

Other $367
10.79%

$8
2.52%

$7
0.80%

Pinnacle West Capital Consolidated $3,402 $317 $870

2007

Regulated Electricity Segment $2,918
82.80%

$274
91 .64%

$900
84.59%

Real Estate Segment $215
6.10%

$12
4.01%

$161
15.13%

Other $391
11.10%

$13
4.35%

$3
0.28%

Pinnacle West Capital Consolidated $3,524 $299 $1,064

Note: Totals may not add to 100% due to Reconciling Eliminations and rounding.

Source: Pinnacle W est Capital, Form 10-K.
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BOND RATINGS
SENIOR UNSECURED

Date Moody's
Standard
& Poor's Fitch

Arizona Public Service Co. Baa2 BBB- BBB

Pinnacle West Capital Baan BB+ BBB-

Source: Response to data request Staff Interim 7.4.
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ARIZONA PUBLIC SERVICE CO
HISTORY OF CREDIT RATINGS

SENIOR UNSECURED

Year S&P Moody's Fitch

2000
2001
2002
2003
2004
2005
2006
2007
2008

BBB
BBB
BBB
BBB
BBB

BBB/BBB-
BBB-
BBB-
BBB-

Baa2
Baa2/Baa1

Baal
Baal
Baal
Baal

Baa1/Baa2
Baan
Baan

BBB/BBB+
BBB+
BBB+
BBB+
BBB+
BBB+

BBB+/BBB
BBB
BBB

Source: Response to data request Staff Interim 7.4
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ARIZONA PUBLIC SERVICE CO
CAPITAL STRUCTURE RATIOS

2003 - 2008
($0o0)

YEAR
COMMON
EQUITY

LONG-TERM
DEBT

SHORT-TERM
DEBT

2003 $2,203,630
45.7%
45.7%

$2,622,673
54.3%
54.3%

$0
0.0%

2004 $2,232,402
45.1%
45.1%

$2,718,341
54.9%
54.9%

$0
0.0%

2005 $2,985,225
53.8%
53.8%

$2,565,323
46.2%
46.2%

$0
0.0%

2006 $3,207,473
52.7%
52.7%

$2,878,470
47.3%
47.3%

$0
0.0%

2007 $3,351,441
52.0%
53.8%

$2,877,859
44.6%
46.2%

$218,000
3.4%

June so, 2008 $3,585,621
54.6%
55.5°/o

$2,877,852
43.8%
44.5%

$100,000
1.5%

Note: Percentages may not total 100.0% due to rounding.

Source: Response to data request Interim 7.6



Exhibit (DCP-1 )
Schedule 5
Page 2 of 2

PINNACLE WEST CAPITAL
CAPITAL STRUCTURE RATIOS

2003 - 2007
($000)

YEAR
COMMON
EQUITY

PREFERRED
STOCK

LONG-TERM
DEBT

SHORT-TERM
DEBT

2003 $790,994
12.7%

$2,829,779
45.4%
52.0%

0.0%
0.0%

$2,616,585
42.0%
48.0%

2004 $688,195
11.1%

$2,950,196
47.4%
53.3%

0.0%
0.0%

$2,584,985
41 .5%
46.7%

2005 $3,424,964
53.2%
56.8%

$2,608,455
40.5%
43.2%

$400,620
6.2%0.0%

0.0%

2006 $37,346
0.6%

$3,446,116
it .3%
51 .6%

0.0%
0.0%

$3,232,633
48. 1 %
48.4%

2007 $504,434
7.0%

$3,531,6t1
49.3%
53.0%

0.0%
0.0%

$3,127,125
43.7%
47.0%

Note: Percentages may not total 100.0% due to rounding.

Source: Response to data request Staff Interim 7.1
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AUS UTILITY REPORTS
ELECTRIC UTILITY GROUPS

AVERAGE COMMON EQUITY RATIOS

Year Electric

Combination
Electric
and Gas

2003 42% 38%

2004 47% 43%

2005 44% 47%

2006 45% 44%

2007 47% 46%

Note: Averages include short-term debt.

Source: AUS Utility Reports.
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COMPARISON COMPANIES
BASIS FOR SELECTION

Company

Market
Cap

($000)

Percent
Revenues
Electric

Common
Equity
Ratio

Value
Line

Safety

S&P
Stock

Ranking

S&P
Bond
Rating

Moody's
Bond
Rating

Pinnacle West Capital $3,400,000 83% 53% 2 B+ BBB- Baa2

Proxy Group*

Ameren
Avista
Hawaiian Electric Industries
Northeast Utilities
Pep co Holdings
Westar Energy

$9,100,000
$1 ,100,000
$2,100,000
$4,100,000
$5,300,000
$2,200,000

83%
50%
83%
85%
53%
69%

53%
59%
51%
49%
46%
49%

2
3
2
3
3
2

A-

B
B
B
B
B

BBB
BBB+
BBB
BBB+
BBB+
BBB-

Baa2
Baa2
Baa2
Baal
Baal
Baan

* Selected using following criteria:
Market cap of $1 billion to $10 billion.
Electric Revenues of 50% or greater.
Common Equity Ratio of 40% or higher
Value Line Safety of 1, 2 or 3.
S&P Stock Ranking of A or B.
Moody's and S&P bond ratings of BBB/Baa.
Currently pays dividends.
Not presently involved in an an acquisition by another company or entity.

Sources: c_A. Turner Utility Reports, Standard & Poor's Stock Guide, Value Line Investment Survey.
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COMPARISON COMPANIES
DIVIDEND YIELD

COMPANY DPS
SeDtember - November, 2008
HIGH LOW AVERAGE YIELD

Proxy Group

Ameren
Avista
Hawaiian Electric Industries
Northeast Utilities
Pep co Holdings
Pinnacle West Capital
Westar Energy

$2.54
$0.72
$1 .24
$0.85
$1 .08
$2.10
$1 .16

$42.46
$23.20
$29_75
$27.98
$25.71
$37_88
$24.97

$25.51
$15.53
$22.25
$17.15
$15.27
$26.27
$15.97

$33.99
$19.37
$26.00
$22.57
$20.49
$32.08
$20.47

7.5%
3.7%
4.8%
3.8%
5.3%
6.5%
5.7%

Average 5.3%

Avera Proxy Group

ALLETE
Alliant Energy
Ameren
Constellation Energy
Energy
Exelon
FirstEnergy
Great Plains Energy
Hawaiian Electric lndustris
MDU Resources
Otter Tail Power
PG8.E
Pinnacle West Capital
PNM Resources
PPL Corp
Progress Energy
Sempra Energy
Westar Energy
Wisconsin Energy
Xcel Energy

$1.72
$1.40
$2.54
$1.91
$3.00
$2.10
$2.20
$1.66
$1.24
$0.62
$1.19
$1.56
$2.10
$0.50
$1.34
$2.46
$1.40
$1.16
$1.08
$0.95

$49.00
$35.58
$42.45
$57.99

$105.27
$77_85
$73.55
$23.90
$29.75
$33.69
$40.14
$42.98
$37.88
$12.49
$44.22
$45.50
$58.99
$24.97
$47.24
$22.39

$31 .04
$22.80
$25.51
$21 .70
$61 .93
$41 .23
$41 .20
$15.64
$22.25
$15.50
$14.99
$26.67
$26.27
$7.56

$26.84
$32.60
$34.29
$15.97
$34.89
$15.32

$40.02
$29.19
$33.99
$44.85
$83.60
$59.54
$57.38
$19.77
$26.00
$24.60
$27.57
$34.83
$32.08
$10.03
$35.53
$39.10
$46.64
$20.47
$41 .07
$18.86

4.3%
4.8%
7.5%
4.3%
3.6%
3.5%
3.8%
8.4%
4.8%
2.5%
4.3%
4.5%
6.5%
5.0%
3.8%
6.3%
3.0%
5.1%
2.5%
5.0%

Average 4.7%

Source: Yahoo! Finance.
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COMPARISON COMPANIES
RETENTION GROWTH RATES

COMPANY 2003 2004 2005 2006 2007 Average 2008 2009 2011-2013 Average

Proxy Group

Ameren
Avesta
Hawaiian Electric Industries
Northeast Utilities
Pep co Holdings
Pinnacle West Capital
Westar Energy

2.2%
3.4%
3.9%
3.7%
2.0%
2.6%
4.9%

0.9%
1.4%
1.1%
1.6%
2.5%
2.3%
3.2%

1.7%
2.4%
1.5%
1.5%
2,4%
1.0%
4.3%

0.2%
4.9%
0.7%
0.3%
1.5%
3.4%
5.5%

1.2%
0.8%
0.8%
4.3%
2.3%
2.5%
4.3%

1.2%
2.6%
1.5%
2.3%
2.1%
2.4%
4.4%

1.5%
4.0%
0.0%
5.5%
3.5%
2.0%
4.0%

2.0%
4.0%
2.5%
5.0%
3.0%
2.0%
2.5%

2.5%
3.0%
3.5%
4.5%
4.0%
2.5%
2.5%

2.0%
3.7%
2.0%
5.0%
3.5%
2.2%
3.0%

Average 2.4% 3.0%

Avera Proxy Group

4.7%
3.8%
0.9%
1.7%
5.8%
10.1%
4.9%
5.1%
1 .1%
7.9%
2.5%
10.3%
2.3%
4.5%
9.3%
2.6%
14.9%
3.2%
4.9%
3.9%

5.2%
4.9%
1.2%
8.1%
8.7%
12.5%
4.8%
2.1%
1 .6%
8.9%
3.3%
9.8%
2.4%
3.1%
9.8%
1.1%
11.4%
4.4%
6.8%
3.5%

3.0%
5.0%
1.5%

3.0%
5.0%
2.0%

3.5%
4.5%
2.5%

3.2%
4.8%
2.0%

ALLETE
Alliant Energy
Ameren
Constellation Energy
Energy
Exelon
FirstEnergy
Great Plains Energy
Hawaiian Electric Industries
MDU Resources
Otter Tail Power
PG&E
Pinnacle West Capital
PNM Resources
PPL Corp
Progress Energy
Sempra Energy
Westar Energy
Wisconsin Energy
Xcel Energy

2.5%
2.2%
7.0%
5.6%
11 .5%
0.0%
4.4%
3.9%
7.6%
3.2%
18.5%
2.6%
3.0%
11.7%
3.7%
11 .3%
4.9%
7.4%
3.9%

5.2%
8.1%
1 .7%
7.7%
6.0%
11.9%
4.2%
3.2%
1 .5%
10.0%
4.2%
7.7%
1 .0%
4.3%
8.8%
1 .7%
10.1%
4.8%
7.5%
2.9%

5.0%
4.0%
0.2%
9.1%
8.0%
13.0%
7.4%
0.0%
0.7%
10.4%
3.8%
6.6%
3.4%
3.7%
9.3%
0.0%
11 .0%
5.5%
1.1%
3.6%

5.8%
5.9%
1 .2%
8.9%
8.0%
15.3%
7.7%
0.9%
0.8%
8.8%
3.5%
5.9%
2.5%
0.0%
10.0%
0.1%
9.7%
4.3%
7.1%
3.1%

12.0%
6.5%
0.0%
0.0%
10.5%
0.0%
6.0%
2.0%
0.0%
5.5%
1 .5%
8.0%
4.0%
6.5%
3.5%

10.5%
7.5%
0.0%
2.5%
9.0%
1 .5%
6.0%
2.0%
0.5%
2.0%
2.0%
9.0%
2.5%
6.5%
3.5%

14.5%
8.0%
1.5%
3.5%
8.5%
3.0%
5.0%
2.5%
2.0%
10.5%
2.5%
9.0%
2.5%
7.5%
5.0%

12.3%
7.3%
0.5%
2.0%
9.3%
1 .5%
5.7%
2.2%
0.8%
6.0%
2.0%
8.7%
3.0%
6.8%
4.0%

Average 5.6% 4.6%

Source: Value Line investment Survey.
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COMPARISON COMPANIES
PER SHARE GROWTH RATES

COMPANY
5-year Historic Growth Rates

EPS DPS BVPS Average
Est'd '05-'07 to '11-'13 Growth Rates

EPS DPS BVPS Average

Proxy Group

0.0%
3.5%
0.0%
10.0%

5.5%
2.0%
2.0%
2.5%
1.0%
3.5%
-4.5%

0.0%
12.5%
1.0%
7.0%

15.0%
1.0%
5.5%

Ameren
Avista
Hawaiian Electric industries
Northeast Utilities
Pep co Holdings
Pinnacle West Capital
Westar Energy

-0.5%
-3.0%
-3.0%
8.5%
-4.5%
-2.5%
32.0%

5.5%
-5.0%

1.7%
0.8%
-0.3%
7.0%
-1.8%
2.2%
7.5%

3.5%
9.0%
5.0%
12.0%
13.0%
2.0%
2.0%

3.0%
3.5%
2.5%
5.5%
3.0%
2.0%
4.5%

2.2%
8.3%
2.8%
8.2%
10.3%
1.7%
4.0%

Average 2.4% 5.4%

Avera Proxy Group

3.0%
-0.5%
11.0%
9.5%
12.5%
6.0%

-10.5%
0.0%
8.0%

12.5%
23.0%
4.5%
0.0%
0.0%
5.5%
2.0%

2.5%
6.0%
3.5%

5.5%
9.0%
0.0%

6.5%
6.0%
3.0%

4.8%
7.0%
2.2%

-3.0%
14.0%
0.5%

ALLETE
Alliant Energy
Ameren
Constellation Energy
Energy
Exelon
FirstEnergy
Great Plains Energy
Hawaiian Electric lndustris
MDU Resources
Otter Tail Power
PG&E
Pinnacle West Capital
PNM Resources
PPL Corp
Progress Energy
Sempra Energy
Westar Energy
Wisconsin Energy
Xcel Energy

-2.5%
-5.0%
6.5%
-4.5%
10.0%
32.0%
9.0%
-2.0%

5.5%
9.5%
13.0%
2.5%
3.5%
-5.0%
-1 .0%
-8.5%

0.5%
5.5%
4.0%
3.0%
4.0%
4.5%
4.5%
2.0%
11.5%
1.5%
16.5%
3.5%
5.0%
15.0%
3.0%
16.5%
-4.5%
7.0%
-1.5%

-2.3%
1.7%
7.7%
8.3%
13.2%
5.0%
2.3%
-0.3%
10.3%
3.3%
16.5%
2.2%
3.2%

11.5%
0.3%
10.0%
7.5%
5.0%
-4.0%

8.0%
10.0%
1.0%
5.0%
1.0%
2.5%
5.0%
2.0%
-6.0%
12.0%
5.0%
1.0%
2.0%
8.0%
1.5%

6.5%
8.5%
0.0%
1 .0%
6.5%
1 .5%
9.0%
1 .0%
-9.0%
13.0%
1.0%
9.0%
5.5%
9.5%
3.0%

9.0%
7.0%
4.0%
2.5%
10.0%
5.5%
6.0%
2.0%
0.0%
8.5%
2.0%
8.5%
4.5%
6.5%
4.0%

7.8%
8.5%
1.7%
2.8%
7.8%
3.2%
8.7%
1.7%
-5.0%
11.2%
2.7%
8.2%
4.0%
8.0%
4.8%

Average 5.3% 4.9%

Source: Value Line Investment Survey.
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COMPARISON COMPANIES
DCF COST RATES

ADJUSTED
YIELD

HISTORIC
RETENTION

GRO\NTH

PROSPECTIVE
RETENTION

GROWTH

HISTORIC
PER SHARE

GROWTH

PROSPECTIVE FIRST CALL
PER SHARE EPS
GROWTH GRO\NTH

AVERAGE
GROWTH

DCF
RATES

COMPANY

Proxy Group

1.7%
0.8%

1.2%
0.8%
0.8%
4.3%
2.3%
2.5%
4.3%

7.0%

3.0%
4.5%
10.8%
7.3%
8.7%
4.5%
4.4%

2.0%
3.6%
4.1%
6.3%
6.2%
2.6%
4.6%

Ameren
Avista
Hawaiian Electric Industries
Northeast Utilities
Pep co Holdings
Pinnacle West Capital
Westar Energy

7.5%
3.8%
4.9%
3.9%
5.4%
5.6%
5.8%

2.0%
3.7%
2.0%
5.0%
3.5%
2.2%
3.0%

2.2%
7.5%

2.2%
8.3%
2.8%
8.2%

10.3%
1.7%
4.0%

9.6%
7.4%
9.0%
10.2%
11.6%
9.2%
10.4%

Mean 5.4% 2.3% 3.0% 3.8% 5.4% 6.2% 4.2% 9.6%

Median 5.4% 2.3% 3.0% 2.2% 4.0% 4.5% 4.1% 9.6%

Mean Composite 7.7% 8.5% 9.3% 10.8% 11.s% 9.6%

Median Composite 7.7% 8.4% 7.6% 9.4% 9.9% 96%

Avert Proxy Group

3.2%
4.8%
2.0% 1.7%

7.7%
8.3%
13.2%
5.0%
2.3%

4.8%
7.0%
2.2%

5.0%
6.1%
3.0%

5.2%
4.9%
1 .2%
8.1%
6.7%
12.5%
4.B%
2.1%
1 .e%
8.9%
3.3%
9.8%
2.4%
3.1%
9.8%
1 .7%
11 .4%
4.4%
6.8%
3.5%

12.3%
7.3%
0.5%
2.0%
9.3%
1.5%
5.7%
2.2%
0.8%
6.0%
2.0%
8.7%
3.0%
6.8%
4.0%

10_3%
3.3%
16.5%
2.2%
3.2%
11.5%
0.3%
1o.0%
7.5%
5.0%

7.8%
8.5%
1.7%
2.8%
7.8%
3.2%
6.7%
1.7%

10.5%
7.3%
10.0%
7.9%
10.8%
10.3%
8.5%
7.2%
4.5%
11 .6%
12.3°/o
B.2%
1.2%
4.4%
9.4%
5.9%

4.5%
5.7%
2.0%
7.9%
8.5%
10.6%
7.1%
3.0%
4.3%
9.3%
4.0%
9.2%
2.6%
4.7%
10.2%
2.6%
9. 1 %
4.7%
7.2%
4.5%

ALLETE
Alliant Energy
Ameren
Constellation Energy
Energy
Exelon
FirstEnergy
Great Plains Energy
Hawaiian Electric lndustris
MDU Resources
Otter Tail Power
PG&E
Pinnacle West Capital
PNM Resources
PPL Corp
Progress Energy
Sempra Energy
Westar Energy
Wisconsin Energy
Xcel Energy

4.4%
4.9%
7.5%
4.4%
3.7%
3.7%
4.0%
8.5%
4.9%
2.8%
4.4%
4.7%
6.6%
5.1%
4.0%
6.4%
3.1%
5.8%
2.1%
5.2%

11.2%
2.7%
8.2%
4.0%
8.0%
4.8%

8.9%
10.8%
9.6%
12.3%
12.3%
14.3%
11.1%
11.5%
9.2%
12.0%
a.4%
13.9%
9.2%
9.8%
14.1%
9.0%
12.2%
10.5%
9.9%
9.7%

Mean 4.8% 5.6% 4.6% 6.7% 5.5% 7.8% 8.1% 10.9%

Median 4.6% 4.9% 3.6% 6.3% 4.8% 7.3% 5.2% 10.5%

Mean Composite 10.5% 9.4% 11.6% 10.3% 12.6% 10.9%

Median Composite 9.4% 8.1% 10.8% 9.4% 11.9% 9.7%

Note: Negative average values not considered.

Sources; Prior pages of this schedule,
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STANDARD & POOR'S 500 COMPOSITE
20-YEAR u.s. TREASURY BOND YIELDS

RISK PREMIUMS

Year EPS BVPS ROE
20-YEAR
T-BOND

RISK
PREMIUM

1977
1978
1979
1980
1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1991
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007

$12.33
$14.86
$14.82
$15.35
$12.64
$14.03
$16.64
$14.61
$14.48
$17.50
$23.75
$22.87
$21 .73
$15.29
$19.09
$21 .89
$30.50
$33.96
$38.73
$39.72
$37.71
$48.17
$50.00
$24.70
$27.59
$48.73
$58.55
$69.93
$81 .51
$66.17

$79.07
$85.35
$94.27
$102.48
$109.43
$112.46
$116.93
$122.47
$125.20
$126.82
$134.04
$141 .32
$147.26
$153.01
$158.85
$149.74
$180.88
$193.06
$215.51
$237.08
$249.52
$266.40
$290.68
$325.80
$338.37
$321 .72
$367.17
$414.75
$453.06
$504.39
$529.59

15.00%
16.55%
15.06%
14.50%
11.39%
12.23%
13.90%
11.80%
11.49%
13.42%
17.25%
15.85%
14.47%
10.45%
12.37%
13.24%
16.37%
16.62%
17.11 %
16.33%
14.62%
17.29%
16.22%
7.44%
8.36%
14.15%
14.98%
15.12%
17.03%
12.80%

7.90%
8.86%
9.97%
11 .55%
13.50%
10.38%
11 .74%
11 .25%
8.98%
7.92%
8.97%
8.81%
8.19%
8.22%
7.26%
7.17%
6.59%
7.50%
6.18%
6.64%
5.83%
5.57%
6.50%
5.53%
5.59%
4.80%
5.02%
4.69%
4.68%
4.86%

7.10%
7.89%
5.09%
2.95%
-2.11%
1 .85%
2.16%
0.55%
2.51%
5.50%
8.28%
7.04%
6.28%
2.23%
5.11 %
6.07%
9.78%
9.02%
10.93%
9.69%
8.79%
11 .72%
9.72%
1.91 %
2.77%
9.35%
9.96%
11 .43%
12.35%
7.94%

Average 6.46%

Sources: Standard 81 Poor's Analysts' Handbook and Ibbotson Associates 2008 Yearbook.
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COMPARISON COMPANIES
CAPM COST RATES

COMPANY
RISK-FREE

RATE BETA
MARKET

PREMIUM
CAPM
RATES

Pl'oxy Group

Ameren
Avesta
Hawaiian Electric Industries
Northeast Utilities
Pep co Holdings
Pinnacle West Capital
Westar Energy

4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%

0.80
0.85
0.75
0.75
0.75
0.75
0.85

5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%

9.1%
9.4%
8.8%
8.8%
8.8%
8.8%
9.4%

Average 9.0%

Median 8.8%

Avera Proxy Group

ALLETE
Alliant Energy
Ameren
Constellation Energy
Energy
Exelon
FirstEnergy
Great Plains Energy
Hawaiian Electric lndustris
MDU Resources
Otter Tail Power
PG&E
Pinnacle West Capital
PNM Resources
PPL Corp
Progress Energy
Sempra Energy
Westar Energy
Wisconsin Energy
Xcel Energy

4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%
4.35%

0.85
0.80
0.80
0.75
0.80
0.90
0.a5
0.75
0.75
0.95
0.85
0.85
0.75
0.90
0.80
0.60
0.90
0.85
0.75
0.80

5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%
5.90%

9.4%
9.1%
9.1%
8.8%
9.1%
9.7%
9.4%
8.8%
8.8%

10.0%
9.4%
9.4%
8.8%
9.7%
9.1%
7.9%
9.7%
9.4%
8.8%
9.1%

Mean 9.1%

Median 9.1%

Sources: Value Line Investment Survey, Standard & Poor's Analysts' Handbook, Federal Reserve
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=Q 3Q8È _N . .§,_cno0

4
ea

$ $9 Q Q f $8Q&§Q§§§3§Q§Q9
® ¢ ; n ; w 4 § w m n °

Ar=a= Sr# arr 32 Ar 8338§g3§8§§°§8§3§
#8888 s § § " 2 ° ° ° ># s Q § m + m § ° '

g $ * § " f ! " ° N ¢ 9 *
0Q 10 W W F

§§§§§§§§§§§§§§

$ x $ $ $ x $ $ $ s $ $ s $: »o l n v oo> m¢ n a : 1 - v mn
9-¢qQ¢qlnl-0dglglVl'l\-\°rv-1-1-r-v-r v-1-v-1-1-v

3939393939
ééd é d é 6 é d

s==4==l==4=z4=a==l=a=s=»2s=s=s=s=no~Fn\-a»nl~¢>nnl~lnv
W F F N W M O F O N W O O N

3989396939
'*!¢Q9*"!":1-Nwn-t"'C\)4-r"¢-1"-"

§§3§§§§§?3§E'E93§§
9 M w n ¢ 1 Q 6 n 1 M w n n

~$s£$g$
W Q W O QWQ W

s $ s $ s # x $ x s # $ s sQ q q q ¢ q Q q 1 m , q
° " ' * * 6 S $ 3 3 6 F 2 $

§§gfgg§§g§§gy§§

ssssasssssxgQ¢QQQQM0FQQQQ,
¢ ; 1 8 ; ; ¢

8 8 8 8 8 8 8 8CQ&(DCOQ¢\;lD¢*l
c~4\nl-wo¢-oc0

8 8 8 8 8 8 8 8
m,_-cowcoooo

com m o o

3239393~a~3=33~89
Q 9 9 q 9 9
m m 8 " 8 m n n

§§§$§§§
6*'08cn*'*o>coo>

°-28~̀ 7'- 39438
& i n & Q §. cm .t- o  .

cor--1_a>1_m1_m

39393939
""m"I**¥

. Ng m

~e 8 39
FL " n.

O Oco1- T*

8-'3
we.
N1-

39
co
<01-

8.9
1 -

N
1 "

82

N

3?
m

89
qNv

39
et
o
1-

_
39
N

_
-

64'

e q
N
1 -

Q-
1-

39
cf:

1 -

BE
l*
1-
1-

39
et
N
1-

39
°qQ-
1*

2?
et
N

1-
1-

gs
m
o
1-

32
in

89
m

89
n.
N
1-

33
et
o
W

39
et
N1-

39o

-
_

39
I*-

1-*
1-

81
11
1-
1-

82
:Q
ot-

1_

39
1-
1-
1-

BE
ro

89
r--

1*
'_

1-

39
co

39
of

T-
V*

8
m
1-
1'-

BE
'Q
as

39
<*e

1-

39
U!
o
1-

39
N

89
<4
NT"

39
co

39
of

*
-

39
Q
1'-
1*

8q

1-
1-

ii

I
I
I

E

I
J

i

I

i
i
:

I

I

iI

i

I

i

I
I
l
I

>»c
m
D.
E
o

o
CW 3

c:

E
E
E
E

i
I

c
. Q4-1
m

i
!

I
E
I
l

Q
wg9
E
82
8
E

E
8

§
'Fl
8
.g

8
8 I

c
IU

C
EU
' u
m
E

i

i

a5o
w
>~><o
G.

3
5

8 4
3 8 8
~°_o,,O
ET 5ESE;
c " ' ° al: m 31%

2i§ea=¢
5 5 1 8 8 8 3

c
Eu
m
E

D
m
E

i

Q.
J
2
(D
>.
x
o
D.
m
ax>
4

E
u

3

» m w§§§ =§ §6s°g >_o»23 ° : : ¢ , , l 5 > .
2 28%-" 3§e"8§E§E"5~a=8&28#m8~8§§i28_»5g§°°'§§"'3 -5§:_1g 3§8
E < o § 8 E w £ : g 8 E E & i $ 3 3 x

C
to
GJ
E

:x
(D



39398282834391 l¢ D* t  1 1 - (DN(D1-I*-P4(\l(\ll"7
ah
\D
so

==
as
NF

#is * #######:####~=;"§5=§z'a-aassssss3 vv8-5-- -8-3-- - - -vv-
31'on1'

==
1-
r -
1-a

8--: N
|--» 'a:: 3

e E 4:
. :  . c  umx o l l
Ll] m  D.

|.
8 8
ms
"W3 <N

833-=c

8939398398939nl:->l--uc>c>cl:>aor-cowl1-\r>¢"11~
ba
M
we
P

==
s
1 '

$323232
nnuao
2:23

393939$3939393e 89a9893939a91-nor-c-anaocomwr--oaoooaoa-wrr-41ornaawa¢fJo,oaool--1-noun
==
no
In
1-

3=
19
no1-

r-
o
o
N

3983932323939onl--cocov-I--c3m m co co d n w! -1 -1-v "11°1a-
39
so
we
1-

39
1-
nr
1-

a'3a9a9a'3a939$3'3B9B939a9a9$a9a~'2a9a2?.989\ne-oo=»¢\1wl-eco oacloor-mono t o o #a>r-I.n 1-<o¢oc~f:1r- 1-¢:>-¢vnc:~=r w r - mv °1-1°¢"J¢\| .W |¢\ | \ ' \ '{\ |94l\ lF1-C\l1 '1-1-1-\ -
39
et:
ca
no

ah

3

eaooN
593939839393911~.nn11-oaaov
1 v " 1 ' 1 - 1 - 1 - 1 -

BE
8

39
nm
cos
1-

a2$'9'a9a9B939B9 B9398*38939§9a939a'3a'3a3B9¢ m ¢ n F F m F n ¢ m m m 8 m o o a w o8\D¢D¢\l .F r - .9 ( \ l r~wroa¢*>ao».n1-Doaoooa
F W WWW W P P F F F F F P

39
o
a>
1-

82
N
m
1-

ID
cm
Q
N

3939998893959
I*-v"¢JC!¢\l¢*}W

ah
an
cm
1-

39
Q
F!
1-

89a9a€a'439a9a98*3a"¢a'3a2 a232B9a9a9B9393*?a9nlv-n¢\r<oouoa1-1-¢facn::»r-¢ot-¢onaoo>
F¢°) l *@@l 0¢D Wv-W|-!" l1I9!"J®1(D¢"J

39
o
of
1-

ah
o
of
1-

weooN
3959398434839
< O v r - D o m o f :

all
m
m
1-

BE
o
ea
1-

*  s is xsxsii#ssss§§;E8§$8§83g3§3;2g3g
v - v - v - v - n v - n 1 - 1 - 1 - - u - Q - Q - u - 4 - u - v u

BE
LD
r-
1-

BE
G!
m
1-

cf:
o
N

39 3? 43234l \ l§ 1 ' 8 e ? ' 3 1 ®<o€»uao,c>=-cs1- v- 1-1-1-

39
no
1-
1-

39
on
o
1-

a23989&'3$39B9a2a9a9a9893eB§a9a'=? 3939l. ._nu>¢nr~nao-ooo»ra~v , , ,aumn 1r-of:o ,<o¢ f>m nm oulnd>c :o1 -a ,m wrr- : :s 1 1 -
ah
ID
no
1-

Srr-wev'

N
o
o
N

59 ah 3983

8888338
8m1-1-

39
o
v
1-

$is9a98932a'¥a*3a939a282a*3aea9a9a26ea9 a9o m o w1 - 1 - m m m m a u ¢ o m m n \ . n l . _ a a m1 - $ 1 - 1 - @¢ ' I@U) Ul * 1 " @ U) l l l l l } @ § l f1 r 1 * 1 ° \ - 1 - 1 - 1 - 1 - ( \ | F 1 - C\|1-1- 1 - F

39
m
we1-

bE
cm
we1-

1"ooN
3939893939832eowrnnoawrwam,l- -F11nc4u>,_

39
F'
on
1-

39
Ia
N
1-

E£39393Q3'3B9B9B939B98*389a93'389893Q3'339oa m onononouuuv wm c ov m m v oa oc omn l l - n o f - ¢ v m o o 4 lv wn u > n \ o ¢ o c o , _ n < o1-1-1-1-INI1-1-1-C\ll\ IFv ~1"C")v *v * 1""I-

ah
on
<9
1-

39
o
co
1-

oQoN

839328329989¢">l--r-mo»u>.co v w co eo wa,_1"-"71"'11-1-

BE
r -
m
1-

59
ca
no
11-

8939393e?9B9B939B939338933398939\289B?
o m m 9 v w n o v @ m w m m a wn|¢oo>a,1-:vr-nc>nr-wr¢,,\oco<ao,_-~1
1-1-1- 1-1-1-1-t\ll.\lv"r" Calv"-" v"1"

BE
m1"

89
In
1
I-

cm
on
on
1-

8 8 3 9 8 8 8 2 8r - nn: - o c o zo 6 >c0 mea1-a:»wa¢,1 - 1 1 - 1 - 1 " 1

39
r-
ea
1-

BE
m
9
1-

$ 8 8 5 9@ l * wIWI@ 0)
8R343Q89a989a'33Q32a2a€3ea9a21 lo o n la o 1 - » n n , n n o o m m n v~=|r-mc>oco1|¢,cooor-mua~=|1-1-1-¢\l{"41-1- N v 1 " 1 1 -

ah
N
LD
v '

8
we1-

cm89
3;

¥OoUo
g m

29
41-
<|.ubx

n :o<UE
no
ea
G!
1-

8989593288939
ea¢o\no,moon

39
1-
m
1-

89
v*
co
1*

33893932: c o wl0 ,vnoocoa,
8 s s sr sr se sarsrsrsrarsr
1' a = s § . = s § § e 8 § 8 § a

39
cf:
l -
v'

39
no
r-
1-

r-
G)
cm
F

§ § § # * § *r-fowrgmnnen
ah
o
we
1-

Sr1-
IU1-

942522
8 8 % w

a2 af¢32$§§a2a2§§§.§2ae§
§§8§2u8§28:§§2

of
so
m
1-

39
m
m
1-

8
593939398598In1¢1l-.u!1-¢q¢9r---=r~=10>cococ~l1 - 1 - F v 1 *1 -

ah
o
we
1-

82
$0
W
1-

$888
ma=4=-

$a'3a9$39 a939a9B'339B9393939r-Fr-oo:»ua4:oaclcoa>1-coomw*<-mcaqc>nr-nltomon no 4 no oF F  1 -  F P 1- 1- F

39
of
m
1-

39
1-
m
1-

10
cm
on
1*

839839398939o m aa w co ro ar -n u ¢ \ l¢ ~o 1 -n
B?
to
m
1-

BE
au
N
1-

39893932
nlcacow
u>1-mm
v"1 1-

a'¢a'¢a939a9a'38'33ea'3a9a9a9a9a9r-ooaawi¢nv¢omoo1-l-a>¢~lo>
cfucow:r-<-<41-¢»c-ooouawr-».r>
1'1-1-1-(\|1-1- F  1 - 1 - 1 - 1 - F

39
on
we
1-

32
1-
ID
1-

>a

g
:s
co

3
on
1-

§ § * § § $ §¢D¢9;(\i¢"38}ll")
89
N
m
F

39
m
m1-

32333235
§ § 8 §

8969593989a93Q3Q39893939a9391 - 1 - 1 - o u r - n o , l . _ 1 r o o < n o o vu o md :o o d a ,¢,wlu o c o z o s o u u1"1-v1"{: \ |1- v 1 - v * 1 - 1 " 1 -
39
we
11
T*

39
of
1
v*

'Eq)
E
8
g
E
ea
.E_I

cf:
a
on
1-

3939898395939co m v a nl nn maosounwcomm
BE
ID
m
1-

39
*
IO
1-

39 39 8 BEID on Q r-m to v m1- 1* 1- 1- §8a§§e8!§§§85§
39
ca
ea
1-

39
cm
<9
1-

Q)
E
m
>
.E
1:1
m
.E
E
c
8

Ncman1-
us t' 1- 54 D m 8

1-
F 1-

3232524343232
:D 1.nr-m1o

39
N
10
1-

39
we
10
1-

39 BQ BQ 32
0 cm no W
on an N N
F  F  F  F

B93932393939395Qa93939a9$39r -c >-1 l¢ o o o n o Nc ><- r -wln o w¢")¢DI\l)1-lD1-l. . l"-r--W W l"-l.D
BE
Y'
Lf!
1-

89
N
co
1-

3an
u
E
_g
GJ
u
as
E

u
>-
c
m
n
E
o
O

>~8
- m 1;2 § § =

oLUca>:¢L
UJuJc3

_
>~E

Egum

Cl.

91-»
an c m E"

an an

,,,1.u

n.
:
oin
ca
Ah
>-4
2
D.

8 8
83:

E -!3§9"
3832.153
M m
0
E

cm0
E

. 3
u

g

a .
:
e
U
>~
x
2
D.

E
3
<

E _
E' '8 >

> 8 "3 §83§
8 § i  8 § c E | - 3 5m i  3 g o n. Sm=ss3§§§§§3§§§§§§§§ n:

3
E

:
.gUo
E

m
c
.Q
2

Eo
as
8
5
o
co



Exhibit (DCP-1 )
Schedule 12

STANDARD & POOR'S 500 COMPOSITE
RETURNS AND MARKET-TO-BOOK RATIOS

1992 _ 2007

YEAR
RETURN ON

AVERAGE EQUITY
MARKET-TO-
BCOK RATIO

1992 12.2% 271%

1993 13.2% 272%

1994 16.4% 246%

1995 16.6% 264%

1996 17.1% 299%

1997 16.3% 354%

1998 14.6% 421%

t 999 17.3% 481%

2000 16.2% 453%

2001 7.5% 353%

2002 8.4% 296%

2003 14.2% 278%

2004 15.0% 291%

2005 16.1% 278%

2006 17.0% 277%

2007 12.8% 284%

Averages:

1992-2001 14.7% 341%

2003-2007 15.0% 282%

Source: Standard & Poor's Analyst's Handbook, 2008 edition, page 1.



Company
VALUE LINE

SAFETY
VALUE LINE

BETA

VALUE LINE
FINANCIAL
STRENGTH

S& P
STOCK

RANKING

Proxy Group

A
B+

B++
B+
B
A

B++

B
B+

3.00
3.33

Ameren
Avista
Hawaiian Electric Industries
Northeast utilities
Pep co Holdings
Pinnacle West Capital
Westar Energy

2
3
2
3
3
2
2

0.80
0.85
0.75
0.75
0.75
0.75
0.85

4.00
3.33
3.67
3.33
3.00
4.00
3.66

B
B
B

3.00
3.00
3.00

Average 2.4 0.79 B++ 3.57 B 3.07

Avera Proxy Group

0.85
0.80
0.80
0.75
0.80
0.90
0.85
0.75
0.75
0.95
0.85
0.85
0.75
0.90
0.80
0.60
0.90
0.85
0.75
0.80

A
A
A

B++
A

A+
A

B++
B++
A+
A

B++

4.00
4.00
4.00
3.33
4.00
4.33
4.00
3.67
3.67
4.33
4.00
3.67
4.00
3.00
3.67
3.67
4.00
3.66
3.67
4.00

B+
B
B

B+
B+
B

A.
B+

0.00
B
B-
A-

B
A.
A.

B

3.33
3.00
3.00
3.33
3.33
3.00
3.67
3.33
0.00
3.00
2.67
3.67
3.00
3.67
3.67
3.00

ALLETE
Alliant Energy
Ameren
Constellation Energy
Energy
Exelon
FirstEnergy
Great Plains Energy
Hawaiian Electric lndustris
MDU Resources
Otter Tail Power
PG&E
Pinnacle West Capital
PNM Resources
PPL Corp
Progress Energy
Sempra Energy
Westar Energy
Wisconsin Energy
Xcel Energy

2
2
2
2
2
1
2
2
2
1
2
2
2
3
2
2
2
2
2
2

A
B

B++
B++

A
B++
B++

A

B
B
B

3.00
3.00
3.00

Average 2.0 0.81 A 3.83 B 3.04



Exhibit (DCP-1 )
Schedule 13

RISK INDICATORS

GROUP
VALUE LINE

SAFETY
VALUE LINE

BETA
VALUE LINE

FIN STR
S&P

STKRANK

S & P's 500
Composite 2.7 1.05 B++ B+

Proxy Group 2.4 0.79 B++ B

Avera Proxy Group 2.0 0.81 A B

Pinnacle West Capital 2 0.75 A B

Sources: Value Line Investment Survey, Standard 8¢ Poor's Stock Guide.

Definitions:

Safety rankings are in a range of 1 to 5, with 1 representing the highest safety or lowest risk.

Beta reflects the variability of a particular stock, relative to the market as a whole. A stock with
a beta of 1.0 moves in concert with the market, a stock with a beta below 1.0 is less variable
than the market, and a stock with a beta above 1.0 is more variable than the market.

Financial strengths range from C to A++, with the latter representing the highest level.

Common stock rankings range from D to A+, with the latter representing the highest level.



Exhibit (DCP-1)
Schedule 14

ARIZONA PUBLIC SERVICE COMPANY
PRE-TAX COVERAGE

ITEM PERCENT
COST
RATE

WEIGHTED
COST

PRE-TAX
COST

Total Debt 46.21% 5.77% 2.67% 2.67%

53.79% 11.00% 5.92% 9.86%Common Equity

TOTAL CAPITAL 100.00% 8.58% 12.53%

Pre-tax coverage = 12.53%/(2.65)
4.70 x

Standard & Poor's Utility Benchmark Ratios:

BBB

Pre-tax coverage (X)
Business Position:

6 2.6 - 4.0x

Total Debt to Total Capital (%)
Business Position

6 48 - 58%

Note: Since 2004, S&P no longer uses the ratio "Pre-tax Coverage" as one
of its benchmark ratios. The benchmark levels shown above reflect the 1999
levels cited by S&P.
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INTRODUCTION

2 Q Please state your name and business address

My name is Kenneth C. Strobl and my business address is James Center III, Suite 601

1051 East Cary Street, Richmond, Virginia 23219

6 Q What is your professional and educational background?

I am a senior Vice President and Senior Engineer with Technical Associates, Incorporated

which has an office in Richmond,  Virginia . Technical Associates,  formed in 1969

provides a  wide variety of business and technical consulting services to private and

government clients, particularly in the areas of public utility, insurance and transportation

regulation

As a member of Technical Associates since 1974. I have conducted numerous cost of

service and rate design studies involving local gas distribution, products pipeline, electric

telecommunications. and water and wastewater utilities. I also have been involved in the

development of research reports and testimony in the areas of site location and community

and environmental impacts. I have prepared and presented testimony on cost of service

and rate design as well as the need and routing of high voltage transmission facilities in

Arizona, Maryland, Minnesota, Virginia, Ohio, Indiana, Pennsylvania, Missouri, Nevada

and Ontario, Canada. I hold a Bachelor of Science degree in Mechanical Engineering

from Tri-State College and a  Master  of Science degree in Engineer ing Science and

Mechanics from Virginia  Polytechnic Inst itute and State University. I  ha ve a lso

completed the course requirements in the graduate program of Environmental and Urban

Systems in the School of Architecture a t  Virginia  Polytechnic Inst itute and Sta te

University. I am a licensed Professional Engineer  in the State of Virginia  and past

president of the Richmond Chapter of the Virginia Society of Professional Engineers. My
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background and exper ience a re set  for th in more deta il  in the At tachment  to this

testimony

4 Q What is the purpose of your testimony in this proceeding

My direct  test imony on behalf of the Ar izona Corpora t ion Commission ("ACC" or

Commission") Staff discusses and presents evaluations, observations and

recommendations regarding my engineering analysis in this proceeding

9 Q What is the major focus of your evaluations?

The major focus of my evaluation, consistent with the assistance of the Commission Staff

was the field investigations of Arizona Public Service Company ("APS" or "Company")

facilities throughout Arizona. Field investigations were made on October  5 through

Lewis and Associates, Inc. and wereOctober 9 by myself and W. Michael Lewis of W. M.

coordinated and accompanied by APS personnel.

accompanied us as well on Cctober 9

Mr. Pram Baht of the Commission Staff

The purpose of these field investigations was two-fold. First was to visit and review a

number of the major construction projects included in the $251.3 million of total plant

investment additions that the Company is requesting be included in Rate Base in this case

And second was to discuss with APS personnel these projects and the other influences on

the current and projected quality of electrical services to APS customers

23 Q Please describe the major elements of your investigations

The major elements of my investigations are directed at APS' service quality, distribution

system indices, and the construction and operations of selected generation, distribution

and other plant facilities currently in-service and/or expected to be in-service in the next
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few months, and thereafter. The field investigations and reviews of project developments

included discussions with APS engineering and other technical personnel in charge of, or

participating in, the construction, operations, and development of network facilities and

network monitoring systems. In addition to these Held activities, I reviewed portions of

APS' refiled Application and testimony in this case, as well as public documents such as

APS' Federal Energy Regulatory Commission ("FERC") Form No. l, IEEE service

quality reports, and the Commission's transmission assessment of Arizona utility systems

such as the 2008 Biennial Transmission Assessment ("BTA"). I also prepared and

reviewed data requests to the Company that addressed service quality and distribution

system indices, and construction work in progress ("CWIP") plant investments that are

proposed by APS for inclusion in Rate Base in this case

13 Q What are the impacts of your efforts on behalf of the Commission Staff?

The field investigations, the discussions with APS personnel, the reviews and analyses of

APS filed testimony and documentation in this case, and public documents provided some

perspective and understanding of the Company's installations and operations of its electric

network facilities and monitoring systems in Arizona. The remainder of this testimony

discusses these observations and evaluations, and provides some recommendations for the

Commission's consideration regarding these matters. This testimony also contains

comments regarding the qualifications of the APS personnel we met in our field visits who

are charged with ensuring that facilities and systems are safe, reliable, and operate in an

effective manner to meet the electrical service needs of APS customers

24 Q- What topics and issues are addressed in this testimony

The following general topics and issues are addressed at least to some extent in this

testimony
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1 (1)
2

3

Quality of Service/Distribution Indices --- reflects the evaluations of the

operational quality and electric service performance satisfaction provided

to APS customers,

4 (2)

5

6 (3)

Facility Investment and In-Service Operations --- relates to the Company's

requested inclusion of CWIP investment in Rate Base,

System Monitoring Plans and

7

8

9 (4)

Project Investments --- addresses Energy

System Management  ("ESM") and Dist r ibut ion Outage Management

System ("DOMS") developments and applications,

Facility Integration and System Operations

10

--- rela tes to genera t ion,

transmission, and distribution systems planning and implementation, and,

11 (5)

12

13

Distr ibution system performance---relates to the magnitude of energy

losses on average and during peak times, the maintenance of proper voltage

profiles, and the number of customer complaints concerning the quality of

14 service.

15

16

17

18

These topics and issues are addressed to some degree in this testimony but certainly not in

a totally comprehensive manner. This is the case because each of the topics and issues in

a nd  of  t hems elves  wou ld  r equ i r e  a  s u b s t a n t i a l  a mou nt  o f  wor k  a nd  ef f or t  t o

19 comprehensively evaluate.

20

21 Q,

22

What is your general perspective of the operations of APS facilities and APS

personnel that you have had an opportunity to witness in your field visit?

23

24

25

A. Generally speaking,  the Company's plant facilit ies,  network systems and operations

appear to be effectively utilized and maintained. The Company's operating practices,

including its preventative maintenance planning and outage response practices, which use
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newly developed software support, as well as the technical personnel involved, are of an

acceptable level and of high quality

WORK EFFORT AND EVALUATIONS

5 Q Please describe the sequence of your evaluations and the role of your field

investigations

My work effort commenced with reviews and analyses of APS' Application and filed

testimony in this proceeding. To supplement the information in APS' Application and

refiled testimony, we reviewed the Company's Annual Reports, FERC Form No. l and

supplemental documents filed in support of its Application

Additional information was acquired and analyses were made through APS' responses to

data requests issued by the Commission Staff, most notably Commission Staff Set Nos

11, 15, 17 and 18. Responses to Commission Staff data requests in Set Nos. 15, 17 and 18

address the Company's CWIP projects being requested for Rate Base inclusion, including

a breakdown of the individual construction project investments and corresponding actual

and estimated in-service dates for the projects. Commission Staff data request Set No. ll

addressed, inter alia, the Company's calculations and claims regarding its electric service

reliability and quality, specifically evaluations of Customer Average Interruption Duration

Index ("CAIDI"), System Average Interruption Duration Index ("SAIDI") and System

Average Interruption Frequency Index ("SAIFI")
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2 Q

Qualitv of Service/Distribution Indices

What are the characteristics of SAIFI. SAIDI. and CAIDI and what is the basis for

using these as an indication of system reliability

Electric utilities record and report infonnation on reliability events using a variety of

metrics which, taken together, provide a measure of electric system reliability, as

measured by the duration and frequency of power interruptions to the average customer

These three indices are those most commonly reported to express reliability. The

characteristics can be inferred by the descriptions above. SAIFI (on an annual basis) is the

sum of the number of customers interrupted divided by the total number of customers

served. SAIDI is the total of customer interruption durations (in minutes) divided by the

total number of customers served. CAIDI is calculated as SAIDI/SAIFI which is an

indication of the inten'uptions and duration of interruptions to the average customer on the

system

15 Q Are these indices based on all interruptions

No. Common utility practice is to base these on "sustained inten'uptions" which are

defined as those of five (5) minutes or more

19 Q Is there an industry standard that defines these aspects

Yes. IEEE Standard 1366-2003 defines the various indices and defines sustained

interruptions as lasting more than five (5) minutes
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Q- What has been the Company's recent performance and how does it compare with

comparable electric utilities?

In response to a Data Request (Staff 11.7), the Company provided the values for these

indices for the past three years as follows :
2005 2006 2007

1

2

3

4

5

6

7

8

SAIFI

SAIDI

CAIDI

1.39 1.24 1.11

145 119 98

104 97 89

These values place the Company's performance in the upper 25% of all electric utilities of

comparable size for these years. Actually, the reported values for CAIDI for 2006 and

2007 would be slightly better than reported assuming the SAIFI and SAIDI as listed above

are correct. The value for CAIDI is defined as SAIDI/SAIFI, which would indicate that

the corresponding CAIDI would be about 96 and 88 respectively. But this difference is

minor and may be due to rounding.

Q~ What can an observer imply from the above values?

Using the 2007 values, one could conclude that the average customer on the APS

distribution system lost service between one and two times, and the total outage time was

98 minutes.

Q- What is a reasonable target for the values of SAIDI and SAIFI?

9

10

11

12

13

14

15

16

17

18

19

2 0

21

22

23

2 4

25

2 6

A.

A.

A. In our opinion, a reasonable goal would be to reduce the SAIFI to 1.00 and the SAIDI to

75 minutes. This would infer that the average customer would experience one outage a

year for no more than 75 minutes.
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1 Q- Given the 2007 values, what percentage reductions would be required to reach those

levels?2

3 For the SAIFI, a reduction of about 10% and for the SAIDI, about 25%.

4

5

6

Q- Are those reductions reasonable considering recent improvements?

7

8

9

10

11

12

13

14

15

16

17

18

Yes. From 2005 thru 2007, the SAIFI decreased by about 20% and the SAIDI by about

33%. In addition, a recent (October 22, 2008) news release by APS stated "Through the

end of September, the Company was on pace to establish all-time best years in reliability

measurements that track average number of service interruptions per customer and

average outage duration per customer. In fact, comparing APS' 2000 figures with 2008's

projected numbers, customers are experiencing a 34 percent reduction in outages per

customer and a 14 percent decrease in average outage duration per customer." I

concluded from the release that the SAIFI for 2008, if projections hold, would be

something less than l.ll and the SAIDI less than 98 which would continue the downward

trend of those indices. However, it isn't clear how to relate the stated 14% reduction in

SAIDI since 2000 to the 33% decrease indicated by the values presented by APS in

response to the Data Request for 2005-2007. Regardless, it appears that the downward

trend in the values of the indices is continuing.

19

20 Q-

21

Have you considered how aspects of Company design, maintenance, and operation

affect the system reliability?

22

23

24

25

A.

A.

A. Yes, system and facility design and maintenance of installed equipment are discussed in

subsequent sections herein. with regard to operational aspects, I inquired as to staffing

levels for outage response in a Data Request (Staff l l.24) and discussed these aspects with

APS personnel. Based on my discussions and the Company's response to the Data

Request, the staffing to respond to reported customer outages and/or problems noted by
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the monitoring systems appears to be adequate and effectively equipped. This conclusion

is also premised on the value for SAIDI, which indicates the time required to restore

service on an average outage

5 Q Do you recommend that  the Commission be informed of  these reliability indices on a

regular basis?

Yes, I would recommend that the Company submit an annual report to the Commission

listing the values for SAIFI, SAIDI, and CAIDI for the preceding calendar year by

January 31 of each year

11 Q D o  y o u  t h i n k  t h a t  t h i s  r e q u i r e m e n t  w o u l d  b e  o f  a n y  s i g n i f i c a n t  b u r d e n  o n  t h e

Company

No, the Company is collecting this data at present and is currently reporting significant

outages to Commission Staff as they occur. As the aforementioned News Release

indicates, the Company is able to project annual values during the calendar year

17 Q Is this an unusual requirement within the electric utility industry

No. A recent survey reported that public utility commissions in some 35 states require

similar reports be filed by their regulated utilities

21 Q W h a t  w o u l d  b e  y o u r  r e c o m m e n d e d  s t a n d a r d  f o r  d e t e r m i n i n g  t h e  v a l u e s  o f  t h e

indices?

The recommended standard is that of IEEE Standard 1366-2003. The Company has

indicated in its response to Data Request 11-7 that it follows most of the relevant sections

of that standard at present. There are differences in how various utilities treat major

events and I did not request the Company's specific methodological approach. Therefore
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so that the future values can be compared to those previously reported, I would

recommend that the Company provide the annual values of the indices calculated in the

same manner as at present and if those are net of major events, provide the corresponding

values with all events included. The current practice of reporting significant outages upon

occurrence should be retained as well

8 Q

Facilitv Investment and In-Service Operations

Please discuss the Company's current CWIP investments and its requests in this

In APS witness Kearns' Direct Testimony filed June 2008, the Company requests that

$251,258 million of CWIP be included in Rate Base. As shown in Attachment DAK-12

the total of $25l.258 million includes $105.605 million of generation projects, $70,491

million of distribution prob ects, and $75.162 million of other plant projects. The Company

supports its request for the inclusion of $251.258 million of CWIP plant investment

claiming that these investments in facilities have been or will be placed in service by the

time the rates authorized in this case are in effect, i.e., the rate effective period. Of the

total dollars of post-test year plant additions, which represent amounts for these prob ects

booked as of December 31, 2007, $244.8 million are within the Commission's jurisdiction

(APS witness Kearns, Page 29)

21 Q Please continue

One of the objectives of my field investigations of October 5 through October 9 was to

observe a number of these projects, as well as to discuss them with the APS personnel

responsible for their development and/or management. With the limited time available for

the field investigations, I elected to concentrate on the high expenditure projects that are

contained in the list of post~test year dollars requesting to be included in Rate Base in this
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1 case. The specific line item post-test year plant additions being requested for inclusion in

2

3

Rate Base are listed in APS' work paper DAK_WP10.

Of the generation projects listed in DAK_WPl0, we focused on the following at Palo

4 Verde:

Generation Proj acts
Water Reclamation Facility

Reservoir Liner Replacement

Job Code
CW6JP

Core Protection Calculator/Core
Element Assembly Calculator
Replacement Unit Three

CD3GT

5

6
7
8
9

10
11
12
13
14
15
16

Water Reclamation Supply
System Pipeline Phase Two

CW6JL

17

18

19

20

21

22

23

24

25

26

27

In addition to the above generation projects, traveled to Yuma, Arizona and APS' Yucca

Power Station to view what the Company refers to as the Yuma Assets (APS witness

Dinkel's Direct Testimony). APS is requesting that the Commission find that its

acquisition of the Yuma Assets was prudent, and that since these assets were in service

during June of 2008, that these assets be placed in Rate Base in this case. The Yuma

Assets consist of two natural gas-tired simple cycle 48 MW peaking generation units

(Units #5 and #6). During our visit (October 7, 2008), Unit #5 was in operation, and Unit

#6 was undergoing some problem that was preventing start-up. I was later informed that

this unit is operational and that the problem during our visit had been corrected. It is my

understanding that both units are operated to provide electrical power to the load pocket

area of APS' system in the Yuma region.

28

29

30

31

On December 15, Mr. Lewis made a site visit to the Cholla Generating Station. This visit

was to view the Cholla Environmental Projects, the Well Field Improvements and Land

Acquisition, Coal Handling Improvements, the Unit #1 ID Fan Replacement, and to assess
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the progress of the Unit #3 Air Quality Control Project.  APS proposes to include the

Cholla Environmental Projects in Rate Base as post test year plant similar to the Yuma

Assetts. The other items above are included in the proposed listing of items for which

their  CWIP as of 12/31/07 is proposed to be included in Rate Base as listed in APS

response to Staff 17.3

The Environmental Projects include the Lime Slaking and Slurry Disposal Facilities and

the Unit #2 Burner replacement with a low NOt version. These three items were placed

in service in May of 2008 and are essentially complete. The new burner was undergoing

some "tuning" or  optimization in conduction with the vendor at  this t ime. I would

consider all of these items to be used and useful as of their in-service date

The Well Field Improvements and Land Acquisition were required as a  result  of the

expiration of the original lease for the well Held land plots. As a result of a settlement

agreement with the land owner, new wells were installed, existing wells were capped, and

the various plots of land were reallocated with new easements and right-of-ways for the

water piping and electn'c service lines. This work is substantially completed with some

minor additions to be required in 2012. Given that these projects are used and useful

Staff has accepted that the CWIP as of 12/31/07 be included in Rate Base as post test year

plant in this proceeding

The Coal Handling Improvements in extending the siding, rail replacement, and hopper

modifications have enabled the Cholla Generating Station to accept the longer unit trains

that will be utilized in the future,  accelerate the unloading of coal,  and improve the

efficiency of the coal handling system. The replacement of older rails with much longer

continuous welded rails will contribute to lower maintenance costs. These improvements
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1

2

were substantially complete as of our visit. The CWIP as of 12/31/07 for this project has

been accepted by Staff as post test year plant in service.

3

4

5

6

7

8

9

10

11

The replacement of the Unit #1 Induced Draft Fan was predicated on the deterioration of

the paddle type fan which replaced the original squirrel cage type unit in 2001. Subsequent

improvements which lowered the amount of fly ash in the exhaust stream have slowed the

deterioration and delayed the need for fan replacement. The replacement unit procured

has been placed in storage as a capital spare. It will be required in the future and having

the spare will avoid any unit downtime that would be incurred in procurement in the event

of a fan failure. The 12/31/07 CWIP related to this project was accepted by Staff as post

test year plant and included in Rate Base.

12

13

14

15

16

17

18

19

20

21

22

Unlike the above projects discussed, the Unit 3 Air Quality Control Project is not

completed. This project is currently estimated for completion in May 2009 at the

completion of the next Unit 3 maintenance outage. The major items of the project are the

Scrubber Installation and the Fabric Filter Installation. I observed the current preparatory

works and reviewed the Company's most recent internal Progress Report (a Confidential

document). Additionally, I discussed the progress and planning for this addition with the

Plant Manager. On the basis of my observations, review, and discussions we believe that

an in service date of May 15, 2009 is reasonable for the Scrubber and Fabric Filter.

Because the in-service date for this project falls beyond 12/31/08, Staff has not included

this prob et as post test year plant.
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1 Q.

2

Do you have any specific comments regarding the generation projects you viewed on

your visit to Arizona?

3

4

5

6

7

8

9

10

11

12

In general, the quality of workmanship and project management involved in the

installation of the projects appears to be of a high standard. The listed or projected

completion dates as stated on DAK _WP 10, as updated by APS in response to Staff

discovery, appear to be reasonable for these projects viewed. The Yuma Assets can be

deemed to be "used and useful" because, as while some "punch-list" items remained, the

units are capable of generating when called upon. I should also note that I observed the

on-going cooling tower repairs at Palo Verde. I am of the opinion that these towers may

be obsolete and that replacement in lieu of continuing repairs may be more cost-effective.

I inquired of the Company if such had been considered and understood that, in fact, a

feasibility study was being conducted to evaluate continuing repairs compared to

13 replacement.

14

15 Q- What distribution projects did you view on your field investigations?

16

17

Accompanied by APS personnel, I toured a number of APS distribution facility projects

that were either completed and in service, or partially completed and very close to being

placed in service. The distribution prob eats we viewed consist of:18

19

A.

A.
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Distribution Projects Job Code

Lincoln Street West -- Add
Transformers and Switch gear

W262174

Gillespie Substation .- Rebuild
Substation

W285770

Sedona State Route 179 Phase II
State Route 179 & Tallaquepaque
Improvement JV343128

W306535

1
2
3
4
5
6
7
8
9

10
11
12
13
14
15
16

East End Substation-Build
New Substation

W262160

17

18

19

20

21

22

23

24

25

26

In addition to the above, I visited the West Wing Substation to observe the improvements

there and the various fire suppression and oil containment features that have been

completed recently adj cent to the transformer bays. I also viewed a new substation under

construction in the Phoenix Metro area, which APS may not have started constructing

prior to the end of 2007. The substation was nearing completion with two of the three

transfonners already set, and almost all of the common facilities, switchgear, aluminum

tubular bus structure, and site work completed. The substation reflects a unique design for

APS, since it is constructed as a low-profile station with a specially designed enclosure

wall for aesthetics and sound suppression to fit environmentally within the Phoenix Metro

neighborhood where the substation is located.

27

28

29

Q- Do you have any specific comments regarding the distribution projects you viewed

on your field investigation?

30

31

A. The Gillespie and East End substations exhibited a very high level of workmanship and

effective design. The Company has developed methods of prefabricated bus work,

standard design features, and standardized equipment types and ratings which have served

to expedite construction time and resulted in fewer field man-hours for installation. In
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addition, the use of compression fittings on the aluminum bus work is an innovative

feature which has eliminated the need for specialized welding techniques which can be

delayed by weather conditions. We do question the inclusion of foundations and

associated bus work for the future additions of transformers where the timing of such a

future additions is uncertain. While we expect that the additional spaces for such future

expansions can be justified in most cases, it would seem that the inclusion of more

extensive structural work at this time may result in its premature inclusion in Rate Base

The Company should justify such costs lg in fact, such structural facilities for future

network components, e.g., transfonners, have been included in their proposed Rate Base

The work at the Lincoln Street West Substation also appears to be of good workmanship

and an efficient adaptation of existing space. While we were at this substation, we were

shown the 230 KV High Pressure, Oil Filled ("HPOF") underground cable installation and

the extensive oil cooling facilities which are required for operation of this type of cable. I

am of the opinion that solid dielectric cables of XLPE construction have now advanced to

the point where they are preferable to the older HPOF technology, since the XLPE cables

do not require the extensive cooling and pumping ancillary facilities. would recommend

that iiuture underground cables be of the solid dielectric type

20 Q What projects did you view that APS has listed in the 'other' category of post-test

year projects for inclusion in Rate Base?

The projects in this category consisted of a significant number of software development

programs, with associated hardware expenditures that is perhaps in the range of 25-309

the total cost of the project
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Other Prob acts Job Code

Big Picture Schematic Software T22019

Energy Management System
Upgrade III-Sofiware

T22213

1

2

3

4

5

6

7

8

9
Energy Management System

Project-Software
T22170

10

11

12

13

14

Energy Management System
Upgrade II-Software

T22211

Hardware-Distribution Outage
Management System Infrastructure
2005-2006

T22098

SW-GIS DOMS Phase I T23313

Energy Management System
Upgrade II-Software

T22212

Software-Mobile Distribution
Outage Management System

T22041

15

16

17

18

19

20

21

22

23

24

25

26

27

28

29

30

Software-Distribution Outage
Management System Infrastructure
2005-2006

T22099

Most of these projects are software development programs, so the vast majority of the

time we spent at APS consisted of presentations by APS personnel of the scope of the

projects. The APS personnel who made the presentations also provided us with

demonstrations of the capabilities of the systems and their applications.

31

32

33

34

35

36

37

38

39

Q- Do you have any specific comments regarding the projects you viewed that APS

listed as 'other' projects?

A. The Energy Management System ("EMS") upgrade to provide a vendor-specific system

with vendor support and off-site analysis to APS appears to be in keeping with the on-
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going need for such a management tool to properly manage, monitor, and control the APS

system. The inclusion of operator training features is also an obvious need

The Distr ibution Outage Management System ("DOMS") is  designed to replace the

current paper maps of the distribution system with graphical computer display, to index

the location of the distribution system facilities and customers by GIS, and to interface

with the customer call system to locate outages and communicate this location to the first

responder to reported outages. The system display will have the ability to analyze the

likely cause of the outage and the DOMS operator can then direct the responder to the

nearest  disconnect  switch to isolate the problem if needed.  The recent news release

mentioned previously descr ibed DOMS as a lso having the capability to manage

electrical loads This feature was not fully developed at the time of our briefing and

observation of the D()MS in its development stage. The Company should be asked to

verify that DOMS has such capability and to explain how this is performed. We were

informed that DOMS is operational in many of the outlying portions of the Company's

service temltory and is being implemented in the Metro area at present. When fully

operational, DOMS should have the effect of reducing outage durations and should result

in marginal reductions in fuel usage and time previously expended in determining outage

causes and locations. This should then be reflected in lower SAIDI values in the future

21 Q-

22

What portion of the projects that APS listed in DAK__WP10 and that it requests to be

included in Rate Base did you address in your field investigations

The Company indicates that there are 1,201 post-test year project plant additions listed by

APS in DAK_WP10, which equate to a total investment of $251 .258 million on December

31, 2007. Obviously,  we did not view and discuss with APS personnel a  very large

portion of the 1,201 projects, however, the dollar amount of the projects we did address in
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our October 5 through October 9 trip was significant. Of the total of $251258 million, I

directly viewed and interacted with APS personnel engaged in projects that totaled about

$130 million

5 Q Do you have an opinion as to APS' construction practices and quality of work

observed on your field investigations

As stated above for specific projects, in general, my observations indicate that APS

follows good construction practices and the quality of work is uniformly good

10 Q What are your observations and conclusions regarding APS' December 31, 2007

construction projects that have since been placed into service

As stated previously, the projected completion dates as listed on WP-10 were updated by

the Company in response to Staff Data Requests and have been summarized in Staff

witness Smith's Attachment RCS-2. Schedule B-1. Staff witness Johnson has

recommended that such inclusion be limited to the APS CWIQP balances as of 12/31/07 for

the projects that are completed and in service as of 12/31/08

19 Q

Monitoring Plans and Project Investments

What is included in this topical area of discussion?

There are two significant groups of projects that APS listed under the 'Other' category in

DAK_WPl0 that were of special interest and justify further discussion. Each group of

projects reflects substantial expenditures of funds, and each is claimed by APS to have a

significant impact on its operations. The first is the group of projects involving APS

Energy Management System ("EMS"). EMS is a system developed and supported by

Siemens. Prior to the development of the EMS, APS utilized an antiquated system that

was no longer operated by any other utility in the country. EMS is the operational Ann of
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1

2

3

4

APS, i.e., generation, transmission, and distribution facilities and systems, in contrast to

the administrative or corporate systems arm within APS. These two systems are

operationally totally separate. Dual operational control capabilities of the EMS are

possible from either the 502 S. 2nd Avenue Building (where the presentations took place

5 by APS personnel) or the APS' Deer Valley facility. APS indicated it expected a

6 complete operational cut-over of the EMS in late October or early November 2008.

7

8

9

10

EMS projects represent about $23 million of the total of $75 million of 'Other' projects in

DAK_WPl0. As presented in APS' revised DAK_WPl0, provided in response to

Commission Staff Data Request 17.3, these projects are expected to be completed and in

11 service by the end of this year.

12

13 Q, What is the second group of projects in the 'other' category to which you refer?

14

15

16

17

18

19

This group of projects involves APS' Distribution Outage Management System

("DOMS"). DOMS is a real-time computer system which is an integration of a

Geographic Information System (GIS) and the EMS to allow for distribution operations

and maintenance, and outage response activity coordination to occur in a timely manner.

DOMS replaces a less vibrant system at APS, i.e., the Trouble Call Management System.

APS claims that DOMS has, and will continue to, enhance customer service quality.

20

21

22

23

24

25

26

A.

Implementation of DOMS has essentially been done in three (3) sections of APS' service

area (Northwest, Southwest and Southeast) with implementation in the Northeast expected

in November 2008, and in the Phoenix Metro area in January 2009. ABB developed the

DOMS working with APS personnel beginning in the 2004/2005 timeframe. ABB is the

vendor and retains the ownership of the software through ABB's Network Management

Division. APS purchases the specific software for its system and the associated hardware,
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1

2

such as computers in its maintenance trucks that respond to the outage calls.  The key

element  of  DOM S  is  t he loca t iona l  ma p ,  which AP S  r ep r es ent s  a s  a  r ea l - t ime

3

4

representation of its customer characteristics and locations within its electrical system

configuration.

5

6 Q.

7

How would you describe APS' operating and monitoring procedures, particularly

relating to the EMS and DOMS projects that are being implemented by APS?

8

9

10

11

Further to the above discussion, the concepts are valid and both projects would replace

either inefficient systems (in the case of DOMS replacement of paper maps) or systems

that are no longer  supported by the or iginal vendor. Both projects should result in

reliability enhancements and more efficient system operation.

12

13 D.

14 Q-

Facilitv Integration and Svstem Cperations

How does APS evaluate and plan for improvements in its electric energy delivery

15

16

17

18

19

20

21

22

23

24

system?

Clearly EMS is APS' overall,  integrated approach to the monitoring and control of its

electric energy services from the generation of electricity to its delivery to end-users.

Coordinated with the development and implementation of EMS as discussed in Section C

above, APS personnel attend periodic user-group meetings sponsored by Siemens. The

purpose of these meetings is to discuss operations of the system, introduce upgrades and

exchange operational experiences among the users. APS expects Siemens to support the

system "indefinitely" and expects to have servers located at the Siemens Minneapolis

facility that will mirror APS' system. This collaborative enterprise will allow for storage

of all of the specific back-up software for APS' system as well.

25

A.

A.



Direct Testimony of Kenneth Stroll
Docket No. E-01345A-08-0172
Page 22

with regard to transmission and distribution, APS' typical planning horizon is three (3)

years for the below 69 kV voltage level facilities, which APS considers to be distribution

APS' planning and forecasting consists of modeling of the local network electrical needs

specific to residential, commercial, and industrial customers using recent historic demand

and usage characteristics. APS personnel indicated that while the Phoenix area continues

to grow, the growth rate and per user electrical consumption is less than in recent years

in part due to current economic conditions. APS, therefore, has reduced somewhat its

expectations on the need for facility expansions. This situation has affected budgets such

that a reduction of perhaps 15% is possible in the 2009/2010 timeframe

With regard to its system capabilities, load flow studies are undertaken using GE Power

Flow models, including undertaking certain fault studies. APS does not perform any

harmonic analyses on its distribution system. Transmission system modeling is also

through GE Power Flow, and includes periodic stability studies of its system

APS power engineering personnel described their relationships and coordination efforts

with large commercial and industrial customers to "head off' and minimize negative

impacts on APS' localized system electrical performance due to customer equipment

installations and upgrades. APS claims that its close working relationships with these

commercial and industrial customers has served to mitigate problems on the APS system

and, therefore, has contributed to APS' belief that there are no harmonics problems in its

distribution system

24 Q Please continue

Part of my conversations with APS personnel included APS' recent experience with its

undergrounding of some 69 kV conductor in response to political decisions and requests
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The Sedona project is one example of APS' undergrounding of what had been overhead

distribution

APS personnel also indicated that the additions of capacitor banks in the APS network

have been increasing due to the effects of the summer extreme heat conditions. APS has

been able to mainta in a  system annual power  factor  of about  0.999 a t  peak by the

extensive addition of switched capacitor banks. EMS and Remote Terminal Unit ("RTU")

communication links at the substations are at about 90% saturation level, currently for

remote control and switches and other network components

Large circuit breakers and substation transformers are tested on a twenty-four (24) month

basis (oil quality and dissolved gas tests) with replacement programs and maintenance

tracking programs currently being developed. One specific program is the replacement

and standardization of breakers in APS' distribution system. APS has recently completed

replacing 1950 vintage breakers, and is now working on replacing l960's breakers. APS

had hundreds of different types of breakers in its system prior to the implementation of

this replacement program. I reviewed APS schedules for protective relay and revenue

meter calibration and checking and found them to be in line with prudent utility practices

20 Q Do you consider the APS provisions you have just outlined adequate and

comprehensive regarding its evaluations and planning
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1 Q- Were there other planning options that were discussed with APS personnel?

2

3

4

Yes. Inquired as to what alternatives APS had considered to its standard procurement in

light of recent increases in copper and steel. One specific item was if APS had considered

installing concrete poles as an alternative to steel and/or aluminum.

5

6 Q- What was the response to this inquiry?

7

8

9

10

11

I was informed that APS was evaluating the cost savings that could result from the use of

concrete poles as well as the use of concrete and steel hybrid poles. Iwis able to observe

a recently installed rural distribution circuit of several miles in length which was

composed of concrete poles. I also was informed that a 230 kV circuit had utilized the

hybrid concrete and steel poles, however, Iwis not able to view these.

12

13 Q- Would you recommend an increased use of concrete poles by APS?

14

15

16

17

Yes. That would be my recommended option whenever the use of concrete poles can

result in an overall cost reduction. This is recognizing that concrete poles may be

somewhat heavier than a steel or aluminum alternative and a greater degree of access is

required for their installation.

18

19 Q- What recommendations would you offer based upon the scope of your review of APS

20 in this matter?

21

22

23

24

25

A.

A.

A.

A. I have made several recommendations in the foregoing which I will repeat here:

1. The Company should submit a report to Prey Bahl, Staff Engineer and Brian Bozzo,

Compliance Officer of its Distribution Reliability Indices for the preceding calendar

year on March 31 on an annual basis. The calculation of the indices shall be as per

IEEE Standard 1366-2003 or as shall be agreed to by Company and Commission Staff.
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1

2

3

4

5

6

7

8

9

10

The Company should be required to justify the inclusion in Rate Base (if such is

proposed) of installed substation components for future expansion.

The Company should analyze the cost effectiveness of using solid dielectric cables of

XLPE for underground installations rather than the HPOF.

The Company should explain the electrical load management capabilities of its DOMS

at this time and the expectations in the future.

The inclusion of APS' 12/31/07 CWIP for projects completed post test year should be

limited to prob ects actually completed no later than 12/31/08.

The Company should continue to analyze the cost effectiveness of the use of concrete

and concrete and steel hybrid poles for installations that are capable with their use.

11

12 Q. Does this complete your testimony?

13 A.

2.

4.

Yes.

6.

5.

3.
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optimizing transmission line locations such that engineering, economic and environmental costs of transmission
facilities are simultaneously minimized, Presented testimony regarding this work before regulatory agencies in
Maryland and Virginia.

Conducted analyses of the need for electric power utilizing engineering and statistical approaches. One such
analysis, conducted on behalf of a municipal government and presented as expert testimony before the Maryland
Public Service Commission, involved the application of the multi-variate econometric model developed by Mount,
Chapman and Tyrell to forecast electricity demand. The model distributes the response to changing electricity
prices over t ime taldng into account such factors as prices of al ternatives,  income, populat ion and stock of
appliances.

Formulated plant investment valuations, revenue requirements, and rate designs on behalf of the Federal Bankruptcy
Trustee and presented the results in a report  to the bankruptcy court  in the matter of the reorganization and
restructuring of a private Virginia water company.

Conducted analysis of a water and wastewater capacity purchase agreement on behalf of the City of Colonial
Heights (Virginia) to assist in its evaluations of the cost-effectiveness of whether it should participate as an equity
owner in the City of Petersburg (Virginia) facilities rather than continuing to be a wholesale tariff schedule
customer.
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Reviewed and analyzed drawings, design notes and documentation, viewed fabricated equipment, and presented
testimony before a North Carolina circuit court on behalf of an individual who claimed that a farm equipment
manufacturer (a former employer) had not provided just compensation for the functions and mechanisms designed
by the individual that had been implemented in equipment being marketed by the manufacturer

Presented expert testimony on behalf of the Corrnnonwealth of Kentucky, Attorney General's Office before the
Nuclear Regulatory Commission concerning life-cycle cost comparisons of nuclear and coal plants. Analyses
included alternative specifications of construction and operating cost characteristics to evaluate the sensitivity of
findings regarding cost-effectiveness of the construction of the plant alternatives

Conducted a study for the State of Missouri's Telecommunications Planning Department analyzing the applicability
of interLATA access charges to the State's evolving private telecommunications electronic tandem network
Analysis addressed the costs of special access (private line) and switched access services under alternative network
configurations and interconnections with the facilities of the local telephone companies

Conducted analyses of the costs of replacement electric power resulting from the failure of a coal pulverizer used to
fuel the boiler of an electric utility generating unit. Analyses included the determination of die additional demand
and energy costs, as well as the impact on interchange power confronted by the electric utility during the period the
equipment was being repaired and replacement generation was required. Presented testimony in Federal District
Court on behalf of the manufacturer of the damaged equipment

Cost Determination/Allocation Analvses -- Prepared numerous cost of service and cost allocation studies of
electric, gas, telecommunications, water and steam utilities, as well as with regard to railroads and oil pipelines
Developed computer models for determining inter-class, intra-class and services-related revenue requirements based
on alternative cost allocation methodologies using both embedded and incremental costing concepts, including the
development of TELRIC and TSLRIC studies to evaluate the cost and pricing of unbundled network elements and
telecoimnlmications services of incumbent local exchange carriers

Assisted in the preparation and presentation of cost and pricing studies of unbundled network elements recurring and
non-recurring telecommunications services on behalf a nationally recognized cable services provider in a number of
states, including Arizona, Nebraska, Connecticut, Louisiana, Oklahoma, Rhode Island, and Virginia

Assisted a property development and management fem in Virginia with the development of an accounting
system/chart of accounts, cost of service procedures and rate design structures to meet requirements of the Virginia
State Corporation Commission

Developed depreciation rates on behalf of the staff of the Delaware Public Utilities Cormnission as part of a rate
increase request case of United Water (Delaware), developed depreciation rates for electric and gas utilities, and
numerous telecommunications companies (Bell companies) on behalf of consumer advocate offices in several states
incorporating Iowa Curve and Gompertz-Makeham studies of investment remaining lives

Participated in the analyses for consumer advocates of ratemaking issues relating to revenue requirements, cost of
service, rate design and tariff reshucturing aspects of integrating service territories of water utilities, including
affiliates of American Water Company and Elizabethtown Water Company. Prepared cost of service and rate design
restructuring analyses of GPU (Metropolitan Edison and PENELEC) on behalf of Pennsylvania Office of Small
Business Advocate

Conducted analyses and presented testimony on such topics as economic dispatch programs, loss-of-load
probabilities, load management rates, power factor correction and odder terms of service issues before the Nuclear
Regulatory Commission, Ontario Energy Board, Public Utilities Commission of Minnesota, D.C. Public Service
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Commission and the Public Utilities Commission of Ohio

Evaluated the ratemaking (cost of service and rate design) aspects of a dispute over the interpretation of provisions
of a water purchase contract for the Town of Orange (Virginia) and presented testimony on their behalf before the
Circuit Court of Orange County, Virginia

Economic.. Energv Engineering& Environmental Impact Studies -- Participated in the development of a
benefit/cost framework for evaluating the local community impact of railroad abandonment including the provision
of testimony before the Interstate Commerce Commission (ICC). Provided assistance to the ICC's Rail Services
Planning Office in its analysis of reorganizing rail service activities in the Northeast and Midwest United States

Prepared and participated in the drafting of an environmental impact statement regarding alternatives for power
plant siring for a Midwest Electric Utility filed before the Nuclear Energy Commission and the state utility
comrmssion

Prepared reports over an 8-year period for the North Carolina Energy Office that evaluated the state-wide energy
savings resulting from programs and activities sponsored by the Energy Office that focused on identifying
technological innovations and information and encouraging conservation of energy resources

Participated in the development of a study of the economic impact of a coal slurry pipeline on a community
containing major coastal harbor and railroad terminal facilities, including the short-term construction impact and the
long-term operating impact of the pipeline on the employment, property taxes and export business in the area
Presented the study in testimony before a subcommittee of the Virginia Legislature

Conducted analyses of the return on equity of two major railroads operating in Virginia over a five-year period
evaluating the investment base of each railroad by eliminating the impact of the historical use of the ICC's
retirement-replacement-betterment method of accounting to determine the depreciable plant and equipment. Rates
of return on equity based on the re-valued equity investment base for each railroad were compared to depreciated
original cost returns on equity in Other industry sectors and presented in testimony before a subcormnittee of the
Virginia Legislature

SELECTED REPORTS. PUBLICATIONS.. AND TESTIMONY

Retail Wheeling and Other Electricity Competition: Small Business Concerns About Tripping The Light
Fantastic," prepared for the Pennsylvania Office of Small Business Advocate, September, 1994 (with M. Ilea)

Competition, Regulation, And The Public Interest In Telecommunications: Towards A Plan For Maryland
prepared for Maryland People's Counsel, June, 1994 (with M. Ilea)

An Investigation Into The Structure And Operation Of Southwestern Bell Telephone Company's Affiliate
Transactions," prepared for the Missouri Public Service Commission, January, 1993 (with M. Ilea & A. Yontz)

Standards For Utility Cost Studies Used To Justify Indirect Costs Assigned To HHS Grants," prepared for the U.S
Department ofHealth & Human Services, September, 1991 (with M. Ilea & T. Bayliss)

A simple Method to Evaluate the Economic Feasibility of Street Lighting Purchase and Operation by
Municipalities", prepared for Montgomery County Consortium of Communities, 1985 (with M. Ilea and W. Lowe)

An Analysis of the InterLATA Access Charges Applicable to the State of Missouri's Electronic Tandem Network
prepared for Spectra Associates, Inc. and the State of Missouri's Telecommunications Planning Department, 1985
(with M. Ilea)
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"Guide For Evaluating the Community Impact of Rail Service Discontinuance", prepared for die Rail Services
Planning Office, Interstate Commerce Commission, 1975 (with M. Ilea)

"Measuring the Economic Value of a Coal Slurry Pipeline to Hampton Rhodes, Virginia", prepared for the
Virginians for Competitive Coal Transportation, 1983 (with M. Ilea and J. McKnight)

"Connecticut State Rail Plan", prepared for the Connecticut Department of Transportation, 1975 (with J. McKnight
and M. Ilea)

A Photoelastic Stress Analvsis of Laminated Beams, Master's Thesis, Virginia Polytechnic Institute & State
University, 1973

In addition to the above list of selected reports and publications numerous special studies, reports and evaluations
have been undertaken, as well as the presentation of testimony, addressing gas, electric, and teleconnnunications,
including the role of technical consultant to the District of Columbia Public Service Commission on a variety of
regulatory policy and technical natters.

MEMBERSHIPS

National Society of Professional Engineers
Virginia Society of Professional Engineers
American Society of Mechanical Engineers
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EXECUTIVE SUMMARY
ARIZONA PUBLIC SERVICE COMPANY

DOCKET no. E-01345A-08-0172

My testimony addresses the following: proposed changes to the Demand-Side Management
("DSM") adjustor mechanism and cost support for the proposed Impact Fee (which the
Company also refers to as Hook-up Fees) and the System Facilities Charge.

The Company proposes three changes to the DSM adjustor mechanism. The Company
proposes that it be allowed to collect fixed lost revenues due to implemented DSM programs.
Next, the Company proposes to increase its performance incentive by removing the existing
cap (currently set at 10 percent of program expenditures) but retain the current sharing
relationship between ratepayers, who receive 90 percent of the net benefits of the programs,
and shareholders, who receive 10 percent. Finally, Company proposes it be allowed to
recover program costs in the same year that they are spent.

The Company's presentation is unpersuasive for a number of reasons. Among them is that
the current adj Astor mechanism was adopted as part of a settlement that balanced the interests
of all parties involved, including the Company. The settlement specifically noted that lost
margins would not be recovered. The current incentive mechanism appears to be giving the
appropriate incentive to the Company, as it has requested an increase in DSM program
funding above the level set in the settlement. This increase benefits not only customers by
implementing more cost-effective DSM, but also the Company by allowing it to earn more.
There is no need to recover program costs in the year they are incurred since under the
current DSM adjustment mechanism, any money spent over the amount set in base rates
accrues interest.

As to the cost support for new fees, my examination shows that all of the cost support is
based on estimates that cannot be traced back to the Company's annual reports.
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INTRODUCTION

2 Q Please state your name, position and business address

Frank W. Radigan. I am a principal in the Hudson River Energy Company, a consulting

firm providing services to the utility industry and specializing in the fields of rates

planting, and utility economics. My office address is 237 Schoolhouse Road, Albany

New York 12203

8 Q Please summarize your professional qualifications and experience

I received a Bachelor of Science degree in Chemical Engineering from Clarkson College

of Technology in Potsdam, New York (now Clarkson University) in 1981. I received a

Certificate in Regulatory Economics from the State University of New York at Albany in

1990. From 1981 through February 1997, I served on the Staff of the New York State

Department of Public Service ("DPS") in the Rates and System Planning sections of the

Power Division and on the Rates Section of the Gas and Water Division. My

responsibilities included resource planning, the analysis of rates, depreciation rates, and

tariffs on electric, gas, water, and steam utilities, rate design, and performance of

embedded and marginal cost of service studies as well as depreciation studies

Before leaving the DPS, I was responsible for directing all engineering staff during major

proceedings including those relating to rates, integrated resource planning, and

environmental impact studies. In February 1997, I left the DPS and joined Louis Berger &

Associates as a Senior Energy Consultant. In December 1998, I formed my own

Company

In my 27 years of experience, I have testified as an expert witness in utility rate

proceedings on more than 70 occasions before various utility regulatory bodies including
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1

2

the Arizona Corporation Commission, the Connecticut Department of Utility Control, the

Public DepartmentMaryland

Telecommunications and Energy,

Service Commission, the Massachusetts of

4

the Michigan Public Service Commission, the New

York State Public Service Commission, the New York State Department of Taxation and

5 Finance, the Nevada Public Utilities Commission, the Public Utilities Commission of

6

7

Ohio, the Rhode Island Public Utilities Commission, the Vermont Public Service Board,

and the Federal Energy Regulatory Commission.

8

9

10

11

I currently advise a variety of Regulatory Commissions, consumer advocates, mtuiicipal

utilities and industrial customers concerning rate matters, including wholesale electricity

rates and electric transmission rates. A summary of my qualifications and experience is

12 included as Exhibit FWR-1 .

13

14 Q- On whose behalf are you appearing?

15 I am appearing on behalf of the Arizona Corporation Commission ("ACC" or

16 "Commission") Utilities Division Staff ("Staff").

17

18 Q- Have you previously testified before the ACC?

19

20

21

22

23

3

A.

A. Yes. I have testified before the Commission previously on three occasions. I testified

before the Commission in the most recent UNS Electric, Inc. rate case (Docket No. E-

04204A-06-0783), the most recent Tucson Electric Power Company rate case (Docket No.

E-01933A-07-0402), and the most recent Southwest Gas Company rate case (Docket No.

G-0155lA-07-0504).



Direct Testimony of Frank W. Radigan
Docket No. E-01345A-08-0172
Page 3

1 Q What is the purpose of the testimony you are presenting

The purpose of my testimony is to address the proposed changes to the Demand-Side

Management ("DSM") adjustor mechanism and the cost support for proposed Impact Fee

(which the Company also refers to as Hook-up Fees) and charges for improvement to

System Facilities

7 Q Please briefly  describe the information you reviewed in preparation for your

testimony

The information I reviewed included Arizona Public Service's ("APS" or "the Company")

application and testimony, APS' responses to data requests of Staff and other parties

previous decisions regarding the Company, infonnation provided to me by Staff, and other

publicly available information

15 Q

DEMAND-SIDE MANAGEMENT ADJUSTMENT CLAUSE

Please explain what APS is requesting with respect to the Demand-Side Management

Adjustment Clause

The Company is  request ing a  change to the Demand-Side Management Adjustment

Clause ("DSMAC") approved by the Commission in Docket No. E-01345A-03-0437. The

Company believes a change is necessary in order to encourage and support additional

cost-effective demand-side management (Application, page 7). The Company presents

the testimony of Mr. David Pickles, a consultant from the firm of ICE International, and

Mr. Gregory Delizio, the Manager of Pricing for APS, to support the change
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1 Q.

2

Before turning to the Company's new proposal, could you please briefly summarize

the current cost recovery mechanism for DSM?

3

4

Yes. According to Paragraph 40 of the Settlement Agreement in Docket No. E-01345A-

03-0437 (attached to Decision No. 67744), the Company's total test year settlement base

rate revenue requirement included an annual $10 million base rate DSM allowance to

recover the costs of approved eligible DSM-related items. In addition to the annual $10

million base rate allowance, the Company was also obligated to spend on average at least

another $6 million annually on approved eligible DSM-related items, and such additional

amounts were to be recovered by means of a DSM adjustment mechanism.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

In the Company's last rate case (Docket No. E-01345A~05-0816), the Company requested

that it be allowed to accrue interest on any monies in the DSM adjustor balance. In that

case,  Staff did not oppose APS' request to establish the one-year  Nominal Treasury

Constant Maturities rate that is contained in the Federal Reserve Statistical Release H-15

as the applicable interest rate on any funds in the DSM adjustor balance. In compliance

with the Settlement Agreement, the Company proposed a performance incentive in its

Portfolio Plan of DSM programs which set the performance incentive at 10 percent of the

net benefits achieved and capped it at 10 percent of total DSM spending. Staff supported

the Company request for an incentive mechanism. The allowance for interest and the

incentive mechanism were approved in Decision No. 69663 (See Testimony of Staff

Witness Jerry D. Anderson in Docket No. E-01345A-05-0816 dated August 18, 2006).

22

23 Q- What are the Company's proposals to change the DSM adjustor mechanism?

24

25

26

A.

A. Company witness Delizio proposes three changes to the mechanics of the DSM adjustor

mechanism. First, the Company proposes that it be allowed to collect fixed lost revenues

due to implemented DSM programs. The Company proposes that the energy savings from
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DSM be priced at the average retail rate less average variable costs for fuel and purchased

power. The fixed lost revenues would be based on 1) actual additional reductions in sales

due to DSM implemented in the prior year and 2) reductions in sales in the prior year due

to DSM implemented in previous years since the last rate case but still within the life of

the DSM measures implemented (Delizio PFT, page ll)

Second, the Company proposes to increase its performance incentive by removing the

existing cap (currently set at 10 percent of program expenditures). The Company

proposes to retain the current sharing relationship between ratepayers, who receive 90

percent of the net benefits of the programs, and shareholders, who receive 10 percent

(Delizio PFT, page 12)

Third, the Company would be allowed to recover program costs in the same year that they

are spent. This amount should be based on projected DSM spending for both approved

and pending programs, with a true-up to actual spending and recoveries in the following

year (Delizio PFT, page 12)

18 Q What reasoning does the Company provide for its proposed changes

Company Witness Pickles provides an explanation of why the Company believes that its

proposal for modifying the current DSM mechanism is necessary. Mr. Pickles begins his

presentation by stating the benefits of DSM, and he notes that DSM programs clearly have

an important role to play in any utility's mix of resources that are available to meet

increases in the demand for electricity (Pickles PFT, page 6). Mr. Pickles notes that cost

effective DSM can provide the same end product (lighting, cooling, etc.) to the customer

at a lower cost than traditional utility services (Pickles PFT, page 7). In addition, he notes
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1

2

that DSM can also provide lower emissions, increased economic activity, better use of

existing utility resources, and increased flexibility in planning future system growth (Ibid).

3

4

5

6

Mr. Pickles notes that the Company's DSM programs since 2005 have resulted in $33.2

million in spending, and that these programs will save 3,275 GWh of energy and 64 MW

of capacity (Pickles PFT, page 4). Mr. Pickles then goes on to note that APS has studied

7 the issue and states that there is an opportunity for additional cost-effective DSM. He

8

9

states that the potential cost-effective DSM programs could save 2,600 GWEN to 3,900

GWH per year by 2020 (Pickles PFT, page 6).

10

11

12

13

14

15

16

17

18

19

Mr. Pickles argues that, on a national basis, the historical ratemaking mechanisms have

been ineffective in eliciting appropriate levels of DSM (Pickles PFT, page 7). Mr. Pickles

sees three key limitations that act as a disincentive to a utility to offer a comprehensive

DSM program: 1) The utility typically is not able to recover lost margins of lost sales

from DSM programs. 2) Recovery of DSM program costs are typically achieved

retrospectively, failing to compensate the utility for the time value of money and do not

keep up with the increasing amount of DSM budgets. 3) Absent some mechanism to

meaningfully offset the natural disincentive to reduce sales, a utility has little interest to

invest in DSM (Ibid).

20

21 Q.

22

Mr. Pickles' criticisms of ratemaking mechanisms are at the national level and speak

in the historical context. What does he say about the Company's DSM adjustor

23 mechanism here in Arizona?

24

25

26

A. Mr. Pickles states that, while the mechanisms begin to address some of the previously

identified disincentives for DSM, they are not, as a package, sufficient to put DSM on a

level playing field with supply-side investments, and they do not provide internal
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1

2

3

4

5

6

7

8

incentives for the Company to pursue all cost-effective DSM (Pickles PFT, page 20).

Specifically, Mr. Pickles states that the cap on the shareholder incentive at 10 percent of

program expenditures (and the lack of a return on the DSM investments and recovery of

lost margins) prevent the incentive from ever offsetting: 1) the lost net margins induced

by the DSM programs, 2) the time value of money associated with funding the DSM

programs, 3) the opportunity cost of otherwise investing those funds in capital projects, 4)

the earnings that would otherwise accrue if investments were made in supply-side options,

5) the lack of return on the DSM investment, and 6) the risk associated with implementing

the programs (Pickles PFT, page 20).9

10

11

12

Q- Please comment on the Company's proposal.

13

14

15

16

17

18

The Company's presentation on the failings of the current DSM adjustor mechanism is

unpersuasive for a number of reasons. First, the current adjustor mechanism was adopted

as part of a settlement that balanced the interests of all parties involved, including the

Company. Recovery of fixed lost revenues and a performance incentive mechanism are

two different means to compensate the utility for implementing DSM, and the Company

has already agreed to a performance incentive. This is important, and it should be stressed

that the Settlement Agreement in Docket No. E-01345A-03-0437 specifically noted that

lost margins would not be recovered.19

20

21

22

23

24

25

26

Second, the Company is implementing DSM programs. The Settlement Agreement in

Docket No. E-01345A-03-0437 obligated APS to spend a total of at least $16 million per

year ($48 million during 2005-2007). While the $32 million actually spent was below that

amount, there were good reasons for that: there was some delay in the program

implementation. The Company has agreed to accelerate spending for the 2008 through

2010 period to make up for it. That said, the DSM has been a success, given that the
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1

2

programs to date have only cost one cent for each kph saved. Cost-effective DSM is

being done.

3

4

5

6

Third, the Company has reacted to the current incentive mechanism in the appropriate

manner. In its 2008-2010 DSM Program Update filed on December 28, 2007, the

Company has requested a $76.5 million budget for the next three years. This is an

increase above the level set in the settlement. This increase benefits not only customers

by implementing more cost-effective DSM, but also the Company by allowing it to earn

7

8

9

10

more .

11

12

13

14

Fourth, the Company is not losing the time value of money. Under the current DSM

adjustment mechanism, any money spent over the amount set in base rates accrues

interest. Again, this provision of the current adjustor mechanism was adopted at the

Company's request.

15

16

17

18

19

20

21

22

23

24

Fifth, the argument that the Company is being disadvantaged because it has lost the

opportunity to otherwise invest those funds in capital prob ects is not convincing. As noted

throughout this case, the Company is in a period of substantial growth (Application, page

5 and Rumolo PFT, page 12), so there does not appear to be a lack of investment

opportunity. As previously discussed, Mr. Pickles himself notes that DSM programs have

an important role to play in any utility's mix of resources used to meet increases in the

demand for electricity (Pickles PFT, page 6), and he points out that cost-effective DSM

can provide the same end product to customers at a lower cost than traditional utility

services (Pickles PPT, page 7).
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1

2

3

4

Sixth, as to the argument that there is a lack of return on the DSM investment, this

argument is misplaced. DSM is not a capital investment but rather an operating expense,

and the Company is fully reimbursed for it. No return is necessary on an expense. Also,

the Company is compensated in another manner through the performance incentive.

5

6

7

8

9

10

Seventh, the Company claims that there is a risk of implementing the programs. While

there is risk in everything, the risk is minimized here as it is the Company that studies and

proposes the programs to implement. With the existing performance incentive, it is up to

the Company to design a program that has minimal risk and the highest return of

efficiency savings.

11

12

13

14

15

Eighth, the proposal to allow recovery of program costs in the same year that they are

incurred should not be adopted. The Company already receives the time value of money

on expenditures not included in base rates. Also, the regulatory lag is necessary so that

proposed programs can be reviewed. In addition, the lag tends to reduce program costs.

16

17

18

19

20

21

Finally, the reasoning set forth in the preceding paragraph is equally applicable to the

Company's request to remove the cap on program expenditures. The Company provides

no reasoning to remove the cap. Also, the cap is important for two reasons, it limits the

amount of money that can be earned through the incentive mechanism, and it brings some

level of review to the cost of programs that will be implemented.

22

23 For all of these reasons, the proposed changes to the DSM adjustor mechanism should be

24 rejected.
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1 111. IMPACT FEES AND SYSTEM FACILITIES CHARGE

2 Q What aspect of APS' hook-up fees proposal are you addressing

I address the rate design and cost support aspect of the "Impact Fee/Hook-up fee" and the

System Facilities Charge proposals

6 Q What specific fees are APS proposing

The Company is proposing an "Impact Fee" or "Hook-up Fee" that is described by

Company witness Rumolo (Rumolo PFT, pages 9-15). The Impact Fee which varies by

service size is presented as an exhibit to Mr. Rumolo's testimony (Attachment DJR-9

Schedule 6). The Company also proposes changes to Schedule 3, its line extension tariff

In Decision No. 70185, the Commission approved a revised policy that requires customers

to fund line extensions'. Now APS is requesting to include a definition for "system

APS defines System Facilities as those facilities installed by the Company

such as new substations, new feeder lines and or upgrades, and other equipment

installations required to support the Company's aggregated load serving and voltage

regulation requirements as a result of new growth. A redlined version of Schedule 3 is

presented as an exhibit to Mr. Ruinolo's testimony (Attachment DJR-l1)

facilities".

APS describes the purpose of the "Impact Fee" as allowing the Company to recover

certain growth-related expenses either caused by Schedule 3 or not recovered through

Schedule 3. The purpose of the "System Facilities Charge" is to recover the costs

associated with improvements to the Company's facilities necessary to support the

Company's aggregated load serving and voltage regulation requirements as a result of new

growth

Except for residential customers who are located on Native American Reservations and customers who are
grandfathered" under the terms of the version of Service Schedule 3 that was in effect when the customer

executed an extension agreement or is under the terms of a transition period approved by the Connnission
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1 Q Do you have any preliminary comments on the company's presentation

Yes, it is a misnomer by the Company to describe the proposed "Impact Fee" as a "Hook

Up Fee". A Hook-Up fee is to reimburse the Company for the capital costs associated

with the customer attaching or "hooking-up" to the system. Thus, the Company's

definition of System Facilities is a "Hook-Up Fee". As noted by Staff Witness Ralph

Smith in his testimony it is Staffs position that the System Facilities Charge is really a

hook up" fee, and Staff opposed an imposition of the Systems Facilities Charge in this

10 Q Have you reviewed the cost support behind Schedule 6 and the "Impact Fee

Yes, Mr. Rumolo estimates that the new "Impact Fee" would produce $53 million per year

(Rumolo PFT, page 13). This $53 million is comprised of carrying costs associated with

the new Impact Fee related to charges associated with Schedule 3 charges, $27 million

and the estimated cost of incremental O&M costs, $21 million (Rumolo PFT, pages 12

and 13 respectively)

The $27 million revenue estimate is based on the carrying costs associated with an

estimated $521 million of "growth related" investment that occurred in 2006 and 2007 and

would be recoverable under Schedule 3 (Rumolo PPT, page 12)

The $21 million revenue estimate is based on a Company estimate of increased operation

and maintenance expenses since the last test year (Rumolo PFT, page 13)

The Impact Fee schedule is based on the estimated $53 million revenue requirement and a

forecasted amount of new customer connections for the 2008-2012 time period. These

two estimates then produce an average cost of required revenue for the typical customer
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1

2

3

4

From this, it appears that the Company then estimated the costs for new service to a

typical customer (e.g. a 200 amp service for a residential customer). The Company then

pro-rated this cost to the various service sizes available to customers (Rumolo_Direct

Workpaper DJR_WP09_APS-08743 provided in response to Kroger 1.2).

5

6

7

8

9

While the Company's calculations were reasonably done and result in a reasonable cost

differential between service sizes, one must recognize that all of these calculations are

estimates. For example, per the Company's workpapers, the $521 million figure is based

on growth-related plant additions that occurred in 2006 and 2007: $263 million in 2006

10 and $258 million in 2007, respectively (Rumo1o_Direct Workpaper DJR_WP08_APS-

11

12

13

08743 provided in response to Kroger 1.2). Yet, when I cross check these figures against

the FERC Form 1, they cannot be founds. I can find no back-up to the estimated $21

million in incremental O&M expenses either.

14

15 Q- Does the lack of firm cost support cause concern?

16 A

17

18

19

20

Yes. Staff Witness Smith has outlined many of the concerns Staff has regarding the

implementation of new fees, the first of which is that they should be implemented with

care and only alter careful evaluation. One cannot evaluate the estimate of an estimate. If

Schedule 6 is to be implemented, it should be based on a sampling of actual work orders

to detennine the actual cost of new customer connections.

Distribution plant additions for 2006 and 2007 were $321,797,716 and $332,972,299 respectively. It appears that
much of these additions were for replacement of equipment as retirements in 2006 and 2007 were $38,968,566 and
$45,830,131 respectively. Using the Handy Whitman index and an average age of retirement of 20 years, the value
of the plant additions to replace these retirements is approximately two times the original costs

2
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1 Q~

2

Have you reviewed the cost support for the newly proposed Schedule 3 System

Facilities Charge?

3

4

I attempted to review the cost support for the proposed System Facilities Charge, but there

wasn't any such cost support.

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

2 0

Schedule 3 defines "System Facilities" as those facilities installed by the Company, such

as new substations, new feeder lines and/or upgrades, and other equipment installations

required to support the Company's aggregated load serving and voltage regulation

requirements as a result of new growth. The language proposed by the Company is broad

and could almost include any change in the Company's distribution system anywhere, not

necessarily near a new customer. would note that the Company has already had several

customer complaints related to charging customers for specific facilities under its existing

tariff. Using the Company's estimate of Schedule 3 plant-related investment, $52 l

million, and the customer growth that occurred in the 2006 and 2007 time frame results in

an average customer contribution under Schedule 3 of $6,652 per customer. Adding to

this the cost responsibility under Schedule 6, $l,l50, results in a total cost of $7,802 per

customer. Although conceptually consistent with the goal of "growth paying for growth",

new charges of this magnitude will result in even more customer questions and

complaints. As noted by Staff Witness Smith, Staff opposes the imposition of the Systems

Facilities Charge. The issue may be better handled in the generic docket rather than this

21 case.

22

23 Q- Does this conclude your testimony?

24

A.

A. Yes, it does.
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FRANK w. RADIGAN

B.S., Chemical Engineering -- Clarkson University, Potsdam, New York (1981)

Certificate in Regulatory Economics -- State University of New York at Albany (1990)

1998-Present Principal, Hudson River Energy Group, Albany,NY -- Provide research, technical evaluation,
due diligence, reporting, and expert witness testimony on electric, steam, gas and water utilities. Provide
expertise in electric supply planning, economics, regulation, wholesale supply and industry restructuring
issues. Perform analysis of rate adequacy, rate unbundling, cost-of-service studies, rate design, rate
structure and multi-year rate agreements. Perfonn depreciation studies, conservation studies and proposes
feasible conservation programs,

1997-1998 Manager Energy Planning, Louis Berger & Associates, Albany, NY -Advised clients on rate
setting, rate design, rate unbundling and performance based ratemaking. Served a wide variety of clients in
dealing with complexities of deregulation and restructuring, including OATT pricing, resource adequacy,
asset valuation in divestiture auctions, transmission planning policies and power supply.

1981-1997 Senior Valuation Engineer, New York State Public Service Commission, Albany, NY .- Starting as
a Junior Engineer and worldng progressively through the ranks, served on the Staff of the New York State
Department of Public Service in the Rates and System Planning Sections of the Power Division and in the
Rates Section of the Gas and Water Division. Responsibilities included the analysis of rates, rate design
and tariffs of electric, gas, water and steam utilities in the State and performing embedded and marginal
cost of service studies. Before leaving the Commission, was responsible for directing all engineering staff
during major rate proceedings.

Electric power restructuring, wholesale and retail wheeling rates, analysis of load pockets and market power,
divestiture, generation planning, power supply agreements and expert witness testimony, retail access, cost of
service studies, rate unbundling, rate design and depreciation studies. Wholesale power system modeling with GE-
MAPS.

Wholesale Commodity Markets

Transmission Expansion Planning.- Various Utilities -- Member of Transmission Expansion Advisory Cormnittee
in the New England Power Pool - the Committee is charged with the study of transmission expansion needs in the
deregulated New England electric market. Ongoing

Locational Based Pricing _ Reading Municipal Light Department -- Using GE multi-area production simulation
model (MAPS), analyzed New England wholesale power market to cost differences between various generators and
load centers. 2003
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Merchant Plant Analysis - Confidential client - Using GE multi-area production simulation model (MAPS)
analyzed New York City wholesale power market to determine economics of restructuring PURPA era contract to
market priced contract. 2002

Market Price Forecasting ._ El Paso Merchant Energy - Analyzed New England power market using MAPS for
purpose of pricing natural gas supply in order to ensure that plant was dispatched at 70% capacity factor as required
under its gas supply contract. 2002

Market Price Analysis - Novo Windrower -- Analyzed hourly market price data in New York for each load zone in
State in order to optimize location of new wind power projects. 2002

Gas Aggregation - Village of Ilion - Advised client on costs/benefits of aggregating residential gas customers for
purpose of gas purchasing. 2002

Gas Procurement -. Albany County, New York - Assisted client in analysis of economics of existing gas purchase
contract, negotiated teirnination of contract, designing request for proposal for new natural gas supply. 2000

HQ Prudence Review ... Selected by Vermont Public Service Board to perform prudence review power supply
contract between Hydro Quebec and Central Vermont Public Service Corporation. 1998

Wholesale Power Supply - Prepared comprehensive RFP to optimize power supply for Solvay municipal utility by
complementing existing low cost power supplies in order to entice new industrial load to locate within Village

Analysis of Load Pockets and Market Power - Performed analysis of load pockets and market power in New
York State, determined physical and financial measures that could mitigate market power. 1996

Study of APP Contracts and Impacts in New York Performed study to determine rate impacts of power purchase
contracts entered into by investor owned utilities and independent power producers (Imps), separately measured rate
impacts resulting from statewide excess-capacity, determined level of non-optimal reserves for each utility. 1995

Power Purchase Contract Policies and Procedures ... Directed NYSPSC Staff teams in formulation of short- and
long-mn avoided cost estimates (LRACs) using production simulation model (PROMOD), forecasted load and
capacity requirements; developed utility buy-back rates, presented expert witness testimony on buy-back rate
estimates and calculation methodologies, thereby implementing curtailment of ImPs as allowed under PURPA
1990- 1994

Integrated Resource Planning - Led NYSPSC Staff team's examination of each utility's IP process and
examination of impacts of processes and regulatory policies influencing the decision making process. 1994

Intrastate Wheeling Commission Transmission Analysis and Assessment - Chairman of NYSPSC Proceeding to
examine plans for meeting future electricity needs in New York State. Addressed measures for estimating and
allocating costs of wheeling, including embedded cost, short-mn marginal cost and long run incremental cost
methods. 1990

Rate Setting

Economic Development Rate - Massena Electric Department -- For municipal electric utility, developed tariffs for
economic development rates for new or expanded load

Rate Case Cost of Service Study .- Village of Hamilton, NY - For small municipal electric utility, prepared full
cost of service study before the New York Public Service Commission. 2004
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Rate Study - Pascoag Utility DistriCt - Reviewed the application of the Power Authority of the State of New York
to increase rates to its wholesale power customers. 2003

Rate Study - Kennebunk Power and Light Department - Performed rate study of new multi-year wholesale power
contract against exist rates to determine impact on overall revenue recovery and cash flows of utility. 2003

Rate Case Cost of Service Study-. Village of Arcade, NY - For small municipal electric utility, assisted in the
preparation full cost of service study before the New York Public Service Cormnission. 2003

Rate Case Cost of Service Study__ Village of Philadelphia, NY -- For small municipal electric utility, assisted in
the preparation full cost of service study before the New York Public Service Commission. 2003

Rate Case Cost of Service Study- Village of Hamilton, NY - For small municipal electric utility, prepared full
cost of service study before the New York Public Service Commission. 2004

Rate Case Cost of Service Study- Fillmore Gas Company - For small natural gas local distribution company,
performing cost of service study for internal budget controls and formal rate case before the New York Public
Service Commission. 2003

Rate Case Cost of Service Study - Rowlands Hollow Water Works .- For small water company, performing. cost of
service study for internal budget controls and formal rate case before the New York Public Service Commission.
2003

StandbyRates - Independent Power Producers of New York - Analyzed reasonableness of proposed standby rates
of Niagara Mohawk Power Corporation, proposed alternate rate designs, participated in settlement negotiations for
new rates. 2002

Economic Development Rates .- Pascoag Utility District - Designed new cost based economic development rates
charged to large indusial customer contemplating locating within the municipality. 2002

Municipalization Study-- Kennebunk Power and Light Department .- Performed economic analysis of municipal
utility serving remaining portions of Village not already served, performed valuation of the plant currently owned by
Central Maine Power, 2001

Water Rate Study.- Pascoag Utility District - Performed cost of service study for water utility, presented alternate
methods of funding revenue requirement. 2001

Pole Attachment Rates - Middleborough Gas and Electric Department - Designed cost based pole attachment rates
charged to CATV customers. 2000

ISO Service Tariff -- On behalf of three municipal utilities, analyzed cost basis and proposed rate design of ISO
Service Tariffs. 2000

Pole Attachment Rates .- City of Farmington, New Mexico municipal electric department -- Designed cost based
pole attachment rates for CATV customers. 1999

OATT Rates - On behalf of four municipal utilities in New England .- Developed cost based annual revenue
requirements for regional network transmission rates, represent utilities before ISO New England committees on
transmission rate setting issues. 1998-2004

Consolidated Edison Restructuring - Member NYPSC Staff team - Negotiated major restructuring settlement
with Consolidated Edison, which decreased utility's rates by $700 million over five years, implemented retail access
program, performed rate unbundling, divestiture of utility generation and the allowance of the formation of a
holding company, accelerated depreciation of generation, established customer education programs on restructuring,
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established service quality and service reliability incentive to ensure that provision of electric service will diminish
as competitive market emerges. The agreement served as the template for restructuring in New York. 1997

Cost-of-service Review and Rate Unbundling - Performed rate unbundling of retail rates of Orange & Rockland
Utilities, Inc. to facilitate delivery of New York Power Audiority energy to customer located in Orange &
Rockland's service territory. 1992

Vintage Year Salvage and Study - Managed joint study of staff from Rochester Gas and Electric Corporation and
NYSPSC to determine feasibility of using vintage year salvage accounting for determining future salvage rates

Environmental Issues

Energy Conservation Study ..-. Pascoag Utility District -. Designed energy conservation rebate program based on
cost benefit study of various alternatives. Program funded through State mandated collection of energy
conservation monies from ratepayers. 2002

Clean Air Act Lawsuit - New York State Attorney General - Investigated modifications made at coal fired
generating units of New York utilities to determine whether major modifications were made with obtaining pre
construction pennies as required by the prevention of Significant Deterioration (PSD) provisions of the Act. 1999

Environmental Impact Study and Simulation Modeling Analysis Analyzed potential environmental impacts of
restructuring electric industry in NY using production simulation model PROMOD. 1996

Renewable Resources ._ Project Leader in NYSPSC proceeding regarding development and implementation of
utility plans to promote use of renewable resources. 1995

Environmental and Economic Impacts Study - Directed study of pool-wide power plant dispatch with
environmental adders to determine environmental and economic effects of dispatching electric power plants with
monetized environmental adders, 1994

Clean Air Impact Study - Directed study of effects of the Clean Air Act of 1990. Measured statewide cost savings
if catalytic reduction control facilities were elected to comply with 1990 Clean Air Act Amendments, installed
components on units in metropolitan NY region. 1994

Environmental Externalities and Socioeconomic Impacts Study - Managed NYSPSC proceeding to determine
whether to incorporate environmental costs into Long-Run Avoided Costs for the State's electric utilities. Study
purposes: explore the socioeconomic impacts of electric production as compared with DSM; monetize
environmental impacts of electricity. 1993

Docket No. 05-03-l7PH02 - Southern Connecticut Gas Company - on behalf of the Connecticut Office of
Consumer's Counsel examined the reasonableness of the Company's embedded costs of service study and proposed
revenue allocation and rate design. 2008

Docket No. 06-03-04PH02 - Connecticut Natural Gas Corporation - on behalf of the Connecticut Office of
Consumer's Counsel examined the reasonableness of the Company's embedded cost of service study and proposed
revenue allocation and rate design. 2008
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Docket No. G-01551A-07-0504 .- Southwest Gas Corporation - on behalf of the Arizona Corporation Commission
examined the reasonableness of the Company's embedded cost of service study, proposed revenue allocation,
proposed rate design and proposals regarding revenue decoupling. 2008

Docket No. E-01933A_07-0402 - Tuscon Electric Power Company - on behalf of the Arizona Corporation
Commission examined the reasonableness of the Company's embedded cost of service study, proposed revenue
allocation, proposed rate design and proposals regarding mandatory time of use rates. 2008

Docket No. 07-09030 - Southwest Gas Corporation - on behalf of the Staff of theNevada Public Utilities
Commission testified on the reasonableness of the utility's proposed depreciation rates. 2008

Civil Action 05-C-457-1 - Dominion Hope - on behalf of former employee of the utility examined the utility's
hedging and sales for resale practices between affiliates. 2008

Case 07-829-GA-AIR - Dominion East Ohio - on behalf of the Office of the Ohio Consumer's Counsel examined
the reasonableness of the Company's embedded cost of service study, proposed revenue allocation and rate design
and examined the reasonableness of proposals on revenue decoupling and straight fixed variable rate design. 2008

Case 07-S-1315 -- Consolidated Edison Steam Rates -- 011 behalf of County of Westchester testified to the
reasonableness of the method of allocating costs between the utility's steam system and its electric system. 2008

Case No. 9134 -- Green Ridge Utilities, Inc. - on behalf of the Maryland Office of People's Counsel examined the
reasonableness of the utility's proposed rate application including the appropriate cost allocation and amortization
period for expenses incurred to develop and implement Project Phoenix (a new software and financial accounting
system project), the appropriate level of rate case expense, the requested rate of return and the appropriate level and
allocation for common expenses from the parent company. 2008

Case No. 9135 -- Provinces Utilities, Inc. - on behalf of the Maryland Office of People's Counsel examined the
reasonableness of the utility's proposed rate application including the appropriate cost allocation and amortization
period for expenses incurred to develop and implement Project Phoenix (a new software and financial accounting
system project), the appropriate level of rate case expense, the requested rate of return and the appropriate level and
allocation for common expenses from the parent company. 2008

Case 07-M-0906 - Energy East and Iberdola - On behalf of Nucor Steel, Auburn, Inc. examined the reasonableness
of the proposed Acquisition of Energy East Corporation by Iberdrola merger. 2008

Case 07-E-0523 - Consolidated Edison - Electnlc Rates -- On behalf of County of Westchester testified to the
reasonableness of the Colnpany's proposal to increase retail electric rates by over $1.2 billion or 33%. 2007

Docket Nos. ER07-459-002, ER07-513-002, and EL07-11-.002 - Vennont Transco -- on behalf of the Vermont
Towns of Stowe and Hardwick, and the Villages of Hyde Park, Johnson and Morrisville on whether Me direct
assignment and rate impacts of a proposed transmission line were with current policy of the Federal Energy
Regulatory Commission 2007

Docket No. 07-05-19 - Aquarian Water Company - On behalf of the Connecticut Office of Peoples Counsel
examined the reasonableness of the utility's proposed revenue allocation, rate design, weather normalization and
depreciation rates 2007

Docket No. E-04204A-06-0783 - UNS Electric - On behalf of the Arizona Corporation Commission testified on the
reasonableness of the utility's proposed revenue allocation and rate design. 2007

Docket Nos. 06-11022 and 06-11023 - Nevada Power Company - On behalf of the Staff of the Nevada Public
Utilities Commission testified on the reasonableness of the utility's proposed depreciation rates and expense levels.
2007
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Case 06-G-1186 - KeySpan Delivery Long Island - on behalf of the Counties of Nassau and Suffolk analyzed the
Company's proposed rate design and its for amortization of costs for expenditures relating to Manufactured Gas
Plants. 2007

Case 06-M-0878 - National Grid and KeySpan Corporation -- on behalf of the Counties of Nassau and Suffolk
analyzed the public benefit of the proposed merger, customer service, demand side management programs, rate
relief as it relates to competition and customer choice, the repowering of the existing generating stations on Long
Island, and the remediation of contamination caused by Manufactured Gas Plants. 2007

Docket No. 06-07-08 - Connecticut Water Company - On behalf of the Connecticut Department of Utility Control
examined the reasonableness of the utility's proposed depreciation rates, revenue allocation and rate design. 2006

Docket No. EL07-11-000 - Vermont Transco -- on behalf of the Vermont Towns of Stowe and Hardwick, and the
Villages of Hyde Park, Johnson and Morrisville evaluated whether the proposed and subsequently abandoned
allocation of costs for the Lamoille County Project was reasonable and whether the direct assignment and rate
impacts of a proposed transmission line were with current policy of the Federal Energy Regulatory Commission

Case 05-S-1376 -- Consolidated Edison -- Steam Rates -- On behalf of County of Westchester testified to the
reasonableness of the method of allocating costs between the utility's steam system and its electric system. 2006

Doeket No. 06-48-000 - Braintree Electric Light Department - On behalf of the municipal utility presented an cost
of service study used to calculate the annual revenue requirement for a generating station that was deemed to be
required for reliability purposes. 2006

Case 05-E-1222 - New York State Electric and Gas Corporation - On behalf ofNucor Steel, Auburn, Inc. examined
the reasonableness of the utility's proposed average service lives, forecast net salvage figures, and proposal to
switch from whole life to remaining life method. 2006

Docket No. 05-10004 - Sierra Pacific Power Company - On behalf of the Staff of the NevadaPublic Utilities
Commission testified on the reasonableness of the utility's proposed electric depreciation rates and expense levels

Docket No. 05-10006 - Sierra Pacific Power Company - On behalf of the Staff of theNevada Public Utilities
Commission testified on the reasonableness of the utility's proposed gas depreciation rates and expense levels. 2006

Docket No. ER06-17-000 - ISO New England, Inc. - On behalf of a group of municipal utilities in Massachusetts
prepared an affidavit on the reasonableness of proposed changes to die Regional Network Service transmission
revenue requirements rate setting formula. 2005

Case 04-E-0572 - Consolidated Edison -- Electric Rate - On behalf of the County of Westchester testified to the
reasonableness of the Company's revenue allocation amongst service classes and the company's fully allocated
embedded cost of service study. 2004

Docket No. 04-02-14 - Aquarion Water Company - On behalf of the Connecticut Depa ent of Utility Control
examined the reasonableness of the utility's proposed depreciation rates, weather normalization proposal and certain
operation and maintenance expense forecasts. 2004

Docket No. U-13691 - Detroit Theimal, LLC - On behalf of the Henry Ford Health Systems testified on the
reasonableness of the utility's proposed default tariffs for steam service. 2004

Docket No. 04-3011 - Southwest Gas Corporation - On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed depreciation rates and expense levels. 2004

Docket No. ER03-563-030 -- Devon Power, LLC, et al, - On behalf of the Wellesley Municipal Light Plant filed a
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prepared affidavit with FERC with respect the proposal of ISO New England, Inc. to establish a locational Installed
Capability market in New England. 2004

Docket No. 03-10002 -- Nevada Power Company - On behalf of the Staff of the Nevada Public Utilities
Commission testified on the reasonableness of the utility's proposed depreciation rates and expense levels. 2004

Case 03-E-0765 - Rochester Gas and Electric Corporation - Before the New York Public Service Commission
submitted testimony on rate design, rate unbundling, depreciation, commodity supply and reasonableness and
ratemaking treatment of proceeds from the sale of a nuclear generating plant. 2003

New York State Department  of Taxat ion and Finance Versus Brooklyn Navy Yard Cogenerat ion Parsers
Testified on behalf of independent power producer in income tax case regarding tax payments associated with gas
used to produce electricity. Testimony focused on ratemaldng policies and practices in New York State. 2003

Docket No. 2930 -- Narragansett Electric - Before the Rhode Island Public Utilities Commission submitted
testimony on the reasonableness of the utility's proposed shared savings filing and its implications for the overall
reasonableness of the Company's distribution rates. 2003

Docket No. 03-07-01 - Connecticut Light and Power Company .- Before the Connecticut Department of Public
Utility Control testified to the recovery of "federally mandated" wholesale power costs. 2003

Docket No. ER03-1274-000 - Boston Edison Company - Before the Federal Energy Regulatory Commission
submitted affidavit on the reasonableness of the utility's proposed depreciation rates and expense levels. 2003

Case 210293 .- Coming Incorporated - Before the New York Public Service Commission submitted an affidavit on
certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in New York
and the utility's billing practices as they relate to flex rate contracts. 2003

Case 332311 - Nucor Steel Auburn, Inc. - Before the New York State Public Service Commission submitted an
affidavit on certain actions of New York State Electric & Gas Corporation regarding the wholesale price of power in
New York and the utility's billing practices as they relate to flex rate contracts. 2003

Case 6455/03 -- Prepared affidavit for consideration by the Supreme Court of the State of New York as to the
purpose, need and iilel choice for the Jamaica Bay Energy Center (Jamaica Bay) as it related to good utility planning
practice for meeting the energy needs of utility customers. 2003

Case 00-M-0504 - New York State Electric and Gas Corporation - Reviewed reasonableness of utility's fully
allocated embedded cost of service study and proposed unbundled delivery rates. 2002

Docket No. TX96-4-001 -- On behalf of the Suffolk County Electrical Agency proposed unbundled embedded cost
rates for wheeling of wholesale power across distribution facilities. 2002

Case 00-E-1208 - Consolidated Edison: Electric Rate Restructuring -- On behalf of Westchester County, addressed
reasonableness of having differentiated delivery services rates for New York City and Westchester. 2001

Case Ol-E-0359 .-- Petition of New York State Electric & Gas .- Multi-Year Electric Price Protection Plan -
Addressed reasonableness of Price Protection Plan (PPP), presented alternative rate plan that called for 20%
decrease in utility's base rates. 200 l

Case 01-E-0011 - Joint Petition of Co-Owners of Nine Mile Nuclear Station ,- Addressed the reasonableness of the
proposed nuclear asset sale and the ratemaking treatment of the after gain sale proposed by NYSEG. 2001

Docket No. EL00-62-005 -. ISO New England Inc..- Submitted affidavit on reasonableness of ISO's proposed
$4.75/kW/month Installed Capability Deficiency Charge. June 2001
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Docket No. EL00-62-005 -ISO New England Inc. -- Submitted affidavit on reasonableness of proposed
$0. 17/kW/month Installed Capability Deficiency Charge. January 2001

Docket No. 2861 - Pascoag Fire District: Standard Offer, Charge, Transition Charge and Transmission Charge -
Testified on elements of individual charges, procedures for calculation and reasons for changes from previous filed
rates. 2001

Case 96-E-0891 - New York State Electric & Gas: Retail Access Credit Phase - On behalf of a large industrial
customer, testified on cost of service considerations regarding NYSEG's earnings performance under the terms of a
multi-year rate plan and the appropriate level of Retail Access Credit for customers seeldng alternate service from
alternate suppliers. 2000

Docket No. ER99-978-000 -- Boston Edison Company: Open Access Transmission Tariff- Testified on design,
revenue requirement, and reasonableness of proposed formula rates proposed by Boston Edison Company for
calculating charges for local network transmission service under open access tariff 1999

Docket Nos. OA97-237-000, et. al..- New England Power Pool: OATT .- Testified on design, revenue requirement,
and reasonableness of proposed formula rate for transmission service, testified to proposed rates, charges, terms and
conditions for ancillary services. 1999

Docket No. 2688 - Pascoag Fire District: Electric Rates -- Testified on elements of savings resulting from
renegotiation of contract with wholesale power supplier and presented analysis that justified need for and amount of
base rate increase. 1998

New York State Department of Taxation and Finance Versus Zap co Energy Tactics Corporation - Testified on
behalf of independent power producer in income tax case regarding tax payments associated with electric
interconnection equipment. Testimony focused on policies and practices faced in doing business in New York
State. 1998

Docket No. 2516 - Pascoag Fire District: Utility Restructuring - Testified on manner and means for utility's
restructuring in compliance with Rhode Island Utility Restructuring Act of 1996. Testimony presented a
methodology for calculating stranded cost charge, unbundled rates, and new terms and conditions of electric services
in deregulated environment. 1997

Case 94-E-0334 .- Consolidated Edison: Electric Rates -- Led Staff team in review of utility's multi-year rate filing
seeldng increased rates of $400 million. Directed team in review of resource planning, power purchase contract
administration, and fuel and purchased power expenses and testified on reasonableness of company's actions
regarding buy-out of contract with an independent power producer and renegotiation of contract with another
independent power producer. Lead negotiations for multi-year settlement and performance-based ratexnaking
package that resulted in a three-year rate freeze. 1994

Case 93-G-0996 - Consolidated Edison: Gas Rates - Testified on reasonableness of utility's proposed depreciation
rates. 1994

Case 93-S-0997 -. Consolidated Edison: Steam Rates
steam utility system. 1994

Testified on reasonableness of utility's resource planning for

Case 93-S-0997 and 93-G-0996 - Consolidated Edison: Steam Rates -- Testified on reasonableness of multi-year
rate plan proposed by the utility. 1994

Case 94-E-0098 - Niagara Mohawk: Electric Rates - Reviewed utility's management of its portfolio of power
purchase contracts with independent power producers for the reasonableness of recovery of costs in retail rates.
1994

Case 93-E-0807 -- Consolidated Edison: Electric Rates - Testified on rate recovery mechanism for costs associated
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with termination of five contracts with independent power producers. 1993

Case 92-E-0814 - Petition for Approval of Curtailment Procedures - Testified on methodology for estimating
amount of power required to be curtailed and staffs estimate of curtailment. 1992

Case 90-S-0938 - Consolidated Edison: Steam Rates -- Testified on reasonableness of utility's embedded cost of
service study, and proposed revenue re-allocation and rate design. 1991

Case 91-E-0462 - Consolidated Edison: Electric Rates - Implementation of partial pass-through fuel adjustment
incentive clause. 1991

Case 90-E-0647 .- Rochester Gas and Electric: Electric Rates - Analysis and estimation of monthly fuel and
purchased power costs for use in utility's performance based partial pass-through fuel adjustment clause. 1990

Case 29433 - Central Hudson Gas and Electric: Electric Rates - Analysis of utility's construction budgeting
process, rate year electric plant in service forecast, lease revenue forecast, forecast and rate treatment ofproiits from
sales of wholesale power and estimation of fuel and purchased power expenses for use in the utility's partial pass
through fuel adjustment clause. 1987

Case 29674 - Rochester Gas and Electric: Electric Rates -.- Review of utility's historic and forecast O&M
expenditure levels forecast and rate treatment ofproiits from wholesale power, and estimation of fuel and purchased
power expenses, and price out of incremental revenues iron increased retail sales. 1987

Case 29195 -- Central Hudson Gas and Electric: Electric Rates -- Review futility's construction budgeting process
analysis of rate year electric plant in service, forecast and rate treatment of profits from sales of wholesale power
and estimation of fuel and purchased power expenses. 1986

Case 29046 - Orange and Rockland Utilities: Electric Rates - Testified on the reasonableness of the utility's
proposed depreciation rates and expense levels. 1985

Case 28313 - Central Hudson Gas and Electric: Electric Rates - Review futility's consmction budgeting process
analysis of rate year electric plant in service forecast, review orate year operations and maintenance expense
forecast, forecast and rate treatment of profits from sales of wholesale power, estimation of the and purchased
power expenses. 1984

Case 28316 -. Rochester Gas and Electric: Steam Rates -- Price out of steam sales including the review of historic
sales growth, usage patterns and forecast number of customers. 1984

Multiple Interveners Annual Conference .- What Will Impact Market Prices? 1998, Syracuse, New York - Speaker
on the impact that deregulation would have on market prices for large industrial customers

IBC Conference - Successful Strategies for Negotiating Purchased Power Contracts, 1997, Washington, DC
Speaker on NY power purchase contract policies, ratepayer valuation, contract approval process and policy on
recovery of buyout costs

Gas Daily Conference - Fueling the Future: Gas' Role in Private Power Projects, 1992, Houston, Texas - Panel
member addressing changing power supply requirements of electric utilities

Member Municipal Electric Utility Association, Northeast Public Power Association and New York State ISO
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